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THURSDAY, FEBRUARY 28, 1957 


Hovuss or REPRESENTATIVES, 
Ap Hoc SuspcoMMITTEE ON House Jotnt Resotution 160 
OF THE COMMITTEE ON Foreign AFFAIRS, 


Washington, D.C. 


The subcommittee met in room G-3, United States Capitol, at 10: 39 
a. m., Hon. Brooks Hays (chairman of the subcommittee) presiding. 

Mr. Hays of Arkansas. The subcommittee will be in order. The 
subcommittee is sitting as an ad hoc subcommittee appointed by 
Chairman Gordon to consider and receive testimony on House Joint 
Resolution 160. 

(H. J. Res. 160 is as folows:) 


[H. J. Res. 160, 85th Cong., Ist sess.] 


JOINT RESOLUTION To create a commission to study and make recommendations for the 
security of American foreign investments and the prevention of claims against the 
United States 


DECLARATION OF POLICY 


Whereas American foreign investments, governmental, private and for our 
national defense, have become and are becoming increasingly large; and 

Whereas it has been the consistent policy of the Congress to promote all 
measures helpful to the establishment of permanent peace and good will among 
men and nations and for the security and sanctity of commercial relations, 
private rights and governmental investments abroad ; and 

Whereas the safety and security of such investments from confiscation or 
nationalization are of paramount international, national, as well as private 
interest and concern; and 

Whereas the future peace and security of the United States, as well as the 
peace and security of the free world, are closely interwoven with the security 
and freedom of properties in trade and commerce; and 

Whereas there exists an ever-increasing potential liability on the part of the 
United States for claims which may be filed against the United States by reason 
of the nationalization or confiscation of the properties of the United States and 
its citizens invested or located abroad; and 

Whereas the establishment of an acceptable uniform code applicable to and 
governing investments, trade and commerce by and among the subscribing na- 
tions thereto and the citizens thereof may be greatly helpful in the assertion and 
protection of private and governmental American investments in time of peace, 
conflict or armed intervention and in the prevention and settlement of claims 
against the United States or by the citizens thereof: Therfore be it 

Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That it is therefore the sense of the Congress 
that a special study should be made to devise ways and means of promoting and 
effectuating the foregoing and of relieving American citizens of any liability 
therefrom. 

Sec. 2. (a) For the purpose of executing the aforesaid declaration of policy, 
there is hereby established a commission (referred to herein as the “Commis- 
sion’) to be known as the “Commission for the Prevention of Claims and the 
Security of Commerce and Private and Governmental Investments Abroad”. 
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(b) The Commission shall be composed of fifteen members to be appointed as 
follows: 

(1) Five to be appointed by the President of the United States, not less than 
two of whieh shall be from the executive branch of the Government and the 
remaining members from private industry : 

(2) Five to be appointed by the President of the Senate, with not less than 
two from the United States Senate; and 

(3) Five to be appointed by the Speaker of the House of Representatives, with 
not less than two from the House of Representatives. 

(c) Of the members appointed to the Commission under (1), (2), and (38), not 
more than eight shall be from the same political party. (Identical or like voting 
in the last three general elections shall be the test of party affiliation.) 

(d) A vacancy occurring in the Commission shall not affect its powers, but 
the same shall be filled in the same manner in which the original appointment 
was made. 

(e) Service of an individual as a member of the Commission or employment 
of an individual by the Commission as an attorney or employee in any business 
or professional capacity, on a part-time or full-time basis, with or without com- 
pensation, shall not be considered as service or employment of such individual 
within the provisions of section 251, 283, 284, 434, or 1914 of title 18 of the 
United States Code, or section 190 of the Revised Statutes (5 U. S. C. 99). 

(f) The Commission shall elect a Chairman and a Vice Chairman from among 
its members. 

(gz) Eight members of the Commission shall constitute a quorum. Each sub- 
committee of the Commission shall consist of not less than five members of the 
Commission, of which three shall constitute a quorum. 


COMPENSATION OF MEMBERS AND STAFF OF THE COMMISSION 


Sec. 3. (a) Members of the Congress who serve as members of the Commission 
shall serve without compensation except that received for their services as Mem- 
bers of Congress: but they shall be reimbursed for travel, subsistence, and other 
necessary expenses incurred in the performance of the duties vested in the 
Commission. 

(b) Members of the Commission who are in the executive branch of the Govern- 
ment shall serve without compensation except that received for their services 
in the executive branch, but they shall be reimbursed for travel, subsistence, and 
other necessary expenses incurred in the performance of the duties vested in the 
Commission. 

(c) The members of the Commission from private life shall each receive $50 per 
diem when engaged in the actual performance of duties vested in the Commission, 
plus reimbursement for travel, subsistence, and other necessary expenses in- 
curred in the performance of such duties. 

Sec. 4. (a) The Commission shall have power to appoint and fix the com- 
pensation of such personnel, as it deems advisable to engage, without regard to 
the provisions of the civil-service laws and the Classification Act of 1949, as 
amended. 

(b) The Commission may procure, without regard to the civil-service laws 
and the Classification Act of 1949, as amended, temporary and intermittent 
services to the same extent as is authorized for the departments by section 15 of 
the Act of August 2, 1946 (60 Stat. 810), but at rates not to exceed $50 per diem 
for individuals. 

DUTIES OF THE COMMISSION 


Sec. 5. (a) The Commission shall examine, study and investigate the subject 
matter of actual or potential liabilities of the United States or the citizens and 
nationals thereof in foreign countries with respect to claims which may be 
asserted against the United States by reason of American investments in foreign 
countries, and to recommend appropriate policies, measures and practices (execu- 
tive, legislative or otherwise) for the prevention of claims and the protection 
or security of American properties abroad. 

(b) Certain other matters to be considered and reported on, without limiting 
the scope of the examination, study, or report of the Commission, are: 

(1) Applicable provisions of the Constitution of the United States: 

(2) The trade laws, regulations and practices of the United States relating 
to foreign commerce and private and governmental investments in foreign coun- 
tries ; 
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(3) The departments, agencies, boards, commissions, bureaus, and other 
instrumentalities of the United States having jurisdiction over, or dealing with, 
such matters ; 

(4) The laws, regulations, and practices and official instrumentalities of 
other nations concerned with similar subject matters; 

(5) The pertinent statistics on foreign investments of all types; 

(6) Measures for the protection of American national defense installations 
abroad and the costs of reproduction of the same; 

(7) The international instrumentalities, organizations, and agreements, 
treaties and practices, affecting trade and foreign investments among nations; 

(8) Foreign investment capital and the flow of investment capital between 
nations—need thereof—restrictions thereon—inducements necessary to encour- 
age the same—and the role of the Export-Import Bank and of the International 
Bank for Reconstruction and Development with respect thereto; and 

(9) The advisability, desirability, or necessity for the establishment of a uni- 
form code of regulations to protect the United States and its citizens from na- 
tionalization or confiscation of the private and governmental properties of the 
United States, including a study of existing treaties with a view to uniformity 
among them and the encouragement of the nations of the free world to promote 
and subscribe to such uniform code of regulations in the conduct of their invest- 
ments, trade and commerce, and the preparation and submission of an appro- 
priate draft of such a uniform code. 


POWERS OF THE COMMISSION 


Sec. 6 (a) HEARINGS AND SESSIONS.—The Commission or any subcommittee 
or member thereof, on the authorization of the Commission, shall have power 
to hold hearings and to sit and act at such times and places, within the United 
States or elsewhere, to take such testimony, and to make such lawful expendi- 
tures pursuant hereto, as the Commission or such subcommittee or member may 
deem advisable. 

(b) OBTAINING OFFICIAL DATA.—The Commission is authorized to secure from 
any department, agency, or independent instrumentality of the Government any 
information it deems necessary to carry out its functions under this resolution ; 
and each such department, agency, and instrumentality is authorized and 
directed to furnish such information to the Commission, upon request made by 
the Chairman or by the Vice Chairman when acting as Chairman. 


EXPENSES OF THE COMMISSION 


Sec. 7. There is hereby authorized to be appropriated, out of any money in 
the Treasury not otherwise appropriated, so much as may be necessary to carry 
out the provisions of this resolution. 

REPORT—EXPIRATION OF COMMISSION 


Sec. 8. (a) Within ninety days after the second regular session of the Eighty- 
fifth Congress is convened, the Commission shall make a report of its findings 
and recommendations to the President and to the Congress. 

(b) Ninety days after the submission to the Congress of the report provided 
for in subsection (a) of this section, the Commission shall cease to exist. 

Before I ask the author, Mr. Selden, to present the resolution, I 
would like to call attention to one question involving jurisdiction over 
the subject matter. 

In the last Congress I was chairman of a subcommittee, an ad hoc 
subcommittee, appointed by Chairman Richards to consider a reso- 
lution pertaining to the disposition of assets in the hands of the United 
States Government once owned by German and Japanese nationals. 

The Speaker later determined ‘that the jurisdiction of that legisla- 
tion was not in this committee but in the House Committee on Inter- 
state and Foreign Commerce. 

All of that legislation was transferred to the committee that is now 
headed by Mr. Harris, of my State. 

T am very eager, and I am sure the other committee members feel 
as I do, for us to avoid any question of overlapping jurisdiction. 
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And certainly I would want to make clear at the outset that we will 
not invade the jurisdiction of the House Committee on Interstate and 
Foreign Commerce. 

So, if there is any question about it, as the language now stands, I 
hope we will have no difficulty in changing the language so as to 
avoid this question of jurisdiction. 

I have discussed it with the author of the bill, and perhaps he will 
want to speak to that point. At any rate, I am ready now to call on 
Mr. Selden to present the subject matter, and if he wishes to supple- 
ment what I have said on the question of jurisdiction, I will be glad 
to have his comment on that. 


STATEMENT OF HON. ARMISTEAD I. SELDEN, JR., A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF ALABAMA 


Mr. Sevpen. Mr. Chairman, I want to thank you for calling this 
resolution before the committee so promptly, as I feel it has consid- 
erable merit. 

As you know, the United States has in the past few years expended 
billions of dollars to speed the recovery of war-torn countries and to 
encourage the development of undeveloped economies. It is the pur- 
pose of much of this aid to stimulate the growth of sound economies 
so that political stability will be encouraged and tensions reduced. 

It is generally conceded that an increase in the flow of private invest- 
ment capital abroad would reduce the need for massive governmental 
aid in many areas. Private capital could accomplish many of the ob- 
jectives of our governmental aid, particularly where the purpose of 
our assistance is to er tea the local economy and thereby promote 
economic and political stability. Private capital could achieve the 
identical results without placing a heavy burden on the United States 
taxpayer. Needless to say, any relief from the heavy burdens of 
governmental expenditures would be welcome. 

Unfortunately, private concerns or private individuals are unwill- 
ing under present-day circumstances to send their capital into many 
areas of the world. There are numerous reasons for this reluctance. 
Some of these are fear of political revolution and disturbance, unfa- 
vorable tax conditions. limitation of the market area and limitations 
on profits to be earned. It is generally agreed, however, that one of 
the principal deterrents to private investment in many areas is the fear 
that the investment will be either confiscated, expropriated, or nation- 
alized. In the last few years these fears seem to have been justified. 
The former concept of the sanctity of private property has been whit- 
tled away. The seizure of the oil properties in Iran and the seizure 
of the Suez Canal only highlight a1.d emphasize the danger to which 
private capital overseas is subject. It is not unreasonable that private 
investors are loath to increase existing investments or to initiate new 
investments in areas where confiscation and nationalization have 
become national policy. 

There have been numerous surveys of American overseas investment 
and of the reasons why Americans invest and why they refuse to invest 
abroad. In almost every instance nationalization and confiscation have 
been mentioned as being among the principal deterrents to new invest- 
ment. No corporation-can afford to place millions of its stockholders’ 
dollars in new plants abroad if the plant is in danger of being national- 
ized at any moment. 
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With these thoughts in mind, House Joint Resolution 160, to create 
a commission to study and make recommendations for the security of 
American foreign investments and the prevention of claims against 
the United States, i is directed toward a study of these roblems. 

The question has been raised as to whether this ceeibeitan has any 
bearing on the question of German or Japanese assets seized during 
World War II and whether this resolution is intended to facilitate the 
return of those assets. I would like to make it clear that the principle 
established in this resolution, namely, that the United States is op- 
posed to arbitrary confiscation and nationalization of private assets 
overseas, is to be operative only in the future. In fact, I shall propose 
at the proper time that the resolution be amended in the sixth 

“Whereas” clause so that the clause then will read: 

Whereas the establishment of an acceptable uniform code applicable to and 
governing investments, trade, and commerce by and among the subscribing nations 
thereto and the citizens thereof may be greatly helpful in the-future assertion 
and protection of private and governmental American investments in time of 
peace, conflict, or armed intervention and in the prevention and settlement of 
claims against the United States or by the citizens thereof: Therefore, be it 

The insertion of the word “future” should make it clear that the 
resolution has no bearing on the question of the return of German or 
Japanese assets. 

House Joint Resolution 160 proposes that a commission of 15 mem- 
bers be established to be composed of 5 members named by the Presi- 
dent, 5 by the President of the Senate, and 5 by the Speaker of the 
House of Representatives. At least 2 members are to be named 
from the Senate, 2 from the House and 2 from the executive branch. 
Representation of both parties is assured. The Commission would 
have a full-time staff and would have the power to utilize the services 
of consultants. 

The duties of the Commission would be to examine and study the 
subject matter of actual or potential liabilities of the United States 
in foreign countries with respect to claims which may be asserted 
against the United States by reason of American investments abroad, 
and to recommend appropriate policies and practices for the preven- 
tion of claims and for the protection of security of American proper- 
ties abroad. Further, it would be empowered to study applicable 
laws, treaties, regulations, and practices of the United States and of 
foreign countries insofar as they affect foreign commerce and private 
and governmental investment in foreign countries. House Joint 
Resolution 160 would empower a study | of existing agencies of the 
executive branch having jurisdiction over such matters. The Com- 
mission would study statistics on foreign investments of all types and 
on the flow of investment capital between nations. 

The principal point toward which the study of this Commission 
would be directed would be the question of the possibility and de- 
sirability of establishing a uniform code to protect the United States 
and its citizens from nationalization, expropriation, or confiscation of 
private and governmental investments abroad. It is contemplated 
that such a code or convention might eventually become worldwide 
in application. If such a code or convention governing nationaliza- 
tion, expropriation, or confiscation of private property “abroad could 
be drafted and if sufficient signatories to such a code could be secured, 
the flow of nee private investment would be facilitated. 


89748— 
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I realize that a code or a convention is nothing more than a piece of 
paper unless the signatories to the convention are willing and ready 
to implement its provisions in good faith. Although some nations 
might give such a convention only lipservice, the significance of the 
entering into force of such a code or convention would place a stigma 
on the high- handed practices of many governments and would con- 
stitute a start toward the establishment of a good climate for inter- 
national trade and investment. However, should the contemplated 
study reveal that a code or convention is not feasible, ways, means, 
and methods may be developed as a result of the study whereby our 
bilateral or multilateral treaties of friendship, commerce, and naviga- 
tion may be revised, brought up to date, and extended. The primary 
purpose of the resolution is to make a study which will result in the 
production of climates favorably conducive to trade, thereby affording 
to American overseas investments the security to which they are 
entitled. 

If the dangers of nationalization and of confiscation of private 
property are reduced, it is only natural to assume that the flow of 
private capital would increase, since one of the principal dangers to 
overseas investments will have been partially removed. 

As is the case with almost all legislation, I am certain that the reso- 
Jution as presently drawn can be improved upon. As a matter of 
fact, I already have several amendments I believe are constructive 
that I shall offer at the proper time. However, I do not think there 

can be any serious objections to the principle that the United States 
Government should do all within its power to reduce the dangers 
incident to overseas investment and to strengthen the participation 
of private property in our overseas activities. 

Thank you, Mr. Chairman. 

Mr. Hays of Arkansas. Thank you, Mr. Selden. I assume from your 
reference to the fact that this covers future investments and future 
actions that you concur with my statement that there will be no 
invasion of the jurisdiction of the Commerce Committee? 

Mr. Sevpen. I certainly do. I think the fact that it is going to be 
spelled out. in the resolution that the recommendation will ‘apply only 
to future investments would take care of that completely. 

Mr. Hays of Arkansas. And as author of the resolution you don’t 
propose to ask for legislation dealing with the disposition of property 
now held by the Government that belongs to German and Japanese 
nationals ? 

Mr. Serpen. I do not. 

Mr. Hays of Arkansas. Mr. Vorys, do you have any questions? 

Mr. Vorys. I certainly agree with the statement that our colleague 
made at the end: 

That the Government should do all within its power to reduce the risks now 
incident to overseas investment and to strengthen the participation of private 
investment in our overseas activities. 

As I understand it, you are not interested in locking the barn after 
the nationalization has taken place; that is, we have an International 
Claims Commission to settle such matters, and the question of whether 
the Japanese or German assets should be handled under that sort. of 
thing, that your purpose is to get things arranged in this naughty 
world so that the property of American investors is not nationalized? 
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Mr. Sevpen. That is correct. Asa result of the study proposed 
by House Joint Resolution 160, some of those problems may be avoided 
in the future. 

Mr. Vorys. I think the filing of this resolution and these hearings 
should be very helpful in finding out what we are now doing just in 
the course of these hearings. 

Mr. Setpen. I might say to my colleague that the State Department 
is present here this mor ning and T presume their representative will 
throw some light on what is being done at the present time. 

Mr. Vorys. I think one purpose of filing your resolution was that 
we would find out what is going on and how it can be improved and 
how far that can be done under exist ing legislation ; then we determine 
whether new legislation is needed. 

Mr. Sevpen. That is right. 

Mr. Vorys. Thank you very much. 

Mr. Hays of Arkansas. Mr. Pilcher. 

Mr. Pitcner. No questions. 

Mr. Hays of Arkansas. Mr. Smith. 

Mr. Smirn. No questions. 

Mr. Hays of Arkansas. Mr. Fulton. 

Mr. Furron. The question is raised as to what kind of confiscation 
and nationalization you or your committee would be making a 
policy opposed to. For example, is it any business of the United 
States Government as a foreign sovereign power if there is nationali- 
zation within a foreign country and adequate compensation is given? 

Mr. Sevpen. I would like to say to the gentleman that this bill 
simply prov ides for a commission to ZO into the subject. The com- 
mission will then make the recommendations back to the Congress 
and to the President. 

Mr. Furron. You say on page 2: 

I would like to make it clear that the principle established in this resolution, 
namely, that the United States is opposed to arbitrary confiscation— 

Icansee that. Then yousay: 
and nationalization of private assets overseas, is to be operative only in the 
future, 

Actually, we nationalize certain things. For example, we national- 
ized the Tennessee Valley Authority. “The question I am really ask- 
ing you is: What is the basie principle or policy that you are aiming 
to be opposed to in this resolution; how far are you going? I am 
asking the outside limits of the concept in your mind. 

Mr. Setpen. I would say, Mr. Fulton, the purpose of this commis- 
sion, as I see it, is to study the entire field. Obviously they could 
not come out with a clear-cut recommendation against all condemna- 
tion because, as you say, we have condemnations right here in this 
country. 

T would assume that any set of rules or recommendations that would 
be proposed by the commission would give practical consideration to 
these problems. 

Mr. Futron. Now, then, the question comes up again of jurisdiction, 
on the question of jurisdi¢ tion between committees; for example, the 
question of the jurisdiction of our House Foreign Affairs Committee in 
relation to the Ways and Means Committee, or in relation to the Bank- 
ing and Currency Committee, or in relation to the Interstate and For- 
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eign Commerce Committee. If you could have a statement for the 
record on that jurisdictional problem, maybe by our staff, I would like 
to have it. 

(Mr. Selden furnished the following statement :) 


There is frequently an overlapping of jurisdiction between committees. In this 
instance, however, the jurisdiction of the Committee on Foreign Affairs is 
clear. Section 121 (b) (incorporating Rule XI of the House) of the Legis- 
lative Reorganization Act of 1946, as amended, provides as follows: 

* * * All proposed legislation, messages, petitions, memorials, and other 
matters relating to the subjects listed under the standing committees named 
below shall be referred to such committees, respectively : 

* * * 7. Committee on Foreign Affairs * * * (h) Measures to foster com- 
mercial intercourse with foreign nations and to safeguard American busi- 
ness interests abroad. 

Nothing contained in section 121 (b) 4 which established the jurisdiction of the 
Banking and Currency Committee would give that committee prior power over 
this measure. Similarly, section 121 (b) 19 establishing the jurisdiction of the 
Ways and Means Committee would not give it power over this measure. 

The only possible conflict in jurisdiction would occur with the Committee on 
Interstate and Foreign Commerce, since that committee is granted jurisdiction 
by section 121 (b) 11 (a) over interstate and foreign commerce generally. In 
view, however, of the specific grant of authority over the subject matter 
in question to this committee, there can be no reasonable grounds for asserting 
a conflict of jurisdiction. 


Mr. Futron. I would also like a statement in the record why this 
subject matter could not be handled by the economic subc ‘ommittee 
of the House Foreign Affairs Committee. If this proposed commis- 
sion moves in and makes the study of these procedures of foreign 
investment in various countries, and as they affect foreign commerce 
and private and government investment in foreign countries, what 
field remains for the economic subcommittee of the House Foreign 
Affairs Committee? I don’t need it answered now, but I am bringing 
that question up. Thank you very much. 

(Mr. Selden submitted the following information : 

Pursuant to a resolution adopted by the House Foreign Affairs Committee on 
May 29, 1947 and reaffirmed June 7, 1950, “* * * the question of referring bills 
or resolutions for consideration by a subcommittee or by the full committee 
shall be at the discretion of the chairman of the Committee on Foreign Affairs.” 

The practice of the committee has conformed to the requirements of the 
resolution. 

Mr. Hays of Arkansas. Mr, Fountain. 

Mr. Fountatn. Mr. Chairman,:I was going to mention the same 
thing. I think the general purpose behind this resolution is good. 
Lam not a member of the Banking and Currency Committee now. 
I was during the last session of the 84th C ongress. I do know that 
quite a few pieces of legislation dealing with investments came before 


the Banking and Currency Committee. I think it might be well to 
coordinate with that committee to aia possible conflicts of 
jurisdiction. 


Mr. Sevpen. I would like to agree that this is a very, very broad 
field. This commission that I have proposed would simply study the 
problems and make recommendations back to the Congress and to the 
executive departments of the Government. I would think any legisla- 
tion dealing with anything they might recommend would then have to 
go to the appropriate committee. As you know, the st anding commit- 
tees of Congress are generally very busy. In my opinion, it would 
probably take a full year for a well-selected commission and a properly 
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staffed commission to go into this subject carefully and then bring 
back their recommendations to the Congress and the President. 

Mr. Fvtron. I am not really asking it here, but in the future to 
come up with methods of correlation or cooperation with other com- 
mittees. And it seemed to me that we should have a thorough basing 
of the perimeter of the field, outlining it more carefully than is done 
here, if you could do that. 

Mr. Founrarn. I had in mind the International Monetary Fund 
legislation. That was considered by the Committee on Banking and 
Currency and other agencies providing loans for private investment 
comes before that committee. 

Mr. Seven. I would think if this commission came back with any 
recommendations along that line, legislation containing these recom- 
mendations would be referred to the proper committee. 

Mr. Fountain. That is all, Mr. Chairman. 

Mr. Hays of Arkansas. Mr. LeCompte. 

Mr. LeCompre. Thank you, Mr. Chairman. I am not a member of 
this committee. 

Mr. Hays of Arkansas. We would be happy to have you ask any 
questions. 

Mr. LeComrre. I came more to learn. I don’t have any questions 
at the moment. 

Mr. Hays of Arkansas. Mr. Zablocki. 

Mr. Zantockt. Mr. Chairman, T have no questions. 

Mr. Hays of Arkansas. We want you all to participate. 

Mr. Fciron. Who are the members? 

Mr. Hays of Arkansas. I will get to Mrs. Church in just a moment. 
T will answer your question. The members of the ad hoe subcommittee, 
in addition to myself, are Mr. Selden, Mr. Pilcher, Mr. Vorys, and 
Mr. Smith. 

You are all invited to ask questions. We had notices sent to all the 
members. The usual procedure, of course, is followed. Did you 
want to ask a question, Mrs. Church ? 

Mrs. Cuvurcn. I will wait for the regular order. 

Mr. Hays of Arkansas. Mr, Farbstein. 

Mr. Farsstern. No questions. 

Mr. Hays of Arkansas. The floor is yours. 

Mrs. Cuurcu. Mr. Selden, I am sorry that I could not be here to 
hear your statement. I have read it. I have this comment and this 

uestion. As Mr. Hays knows, I have been interested, through our 
Subcommittee on Foreign Economic Policy, in the whole question of 
the efforts of American business enterprise to make investments and to 
succeed abroad. It seems to me that your commission deals mostly with 
the question of the security of foreign investments; is that right, of 
American investments abroad ? 
\ 

Mr. Sevpen. Security of investment is the primary theme of the 
resolution, but I feel that other considerations might well be in order. 

Mrs. Cuurcn. In my own experience, the businessmen in my district 
who are trying to do business abroad are not concerned so much »bout 
investment and the safety thereof as they are about the difficulty of 
doing business in competition at the present time with the Soviet 
Union, which seems to be able and is willing to underbid them. 

I wondered whether or not there would be any irrelevancy in asking 
you to consider broadening the scope of the inquiry to make a complete 
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study of what effort is being made by American businessmen and what 
difficulties they are facing there ? 

Mr. Saiwren. I would have no objection. As I pointed out in my 
statement, I am sure this resolution as now written can be im- 
proved upon. I have some amendments that I am going to offer. I 
am sure that the committee would be very happy to c onsider broaden- 
ing the field in accordance with your suggestion. 

Mrs. Cuurcu! For instance, I have one particular company that 
has been bidding on a contract and is now trying to get another con- 
tract in Iraq, and in each case when the figure “has been reached. in 
their estimates, some Soviet-backed company has come in and offered 
to produce the same product or an equivalent at far below the cost at 
which such could be produced in this country. They think that such 
action is purposeful. It is something like the stor y that we heard in 
Thailand last year. If you remember, the Prime Minister was com- 
plaining about the can opener which was being produced at below 
cost in Communist China for the purpose of getting trade in Thailand. 
I think that there is a worthy area of investig: tion, as to what we are 
doing to protect or stimulate our own American enterprise abroad. 

Mr. Sextpen. I think that suggestion is good. If there are witnesses 
whe would like to appear before the committee along these lines, I 
am sure the Chairman would be glad to hear them. 

Mr. Hays of Arkansas. I am glad for Mrs. Church to emphasize 
that. I think we need to consider it in working on the language, to be 
sure it isn’t too narrowly conceived on the security side. 

Mr. Puccuer. As I understand this resolution, it is no law. It 
is just something to get started on with hearings on this wide subject, 
just such things as Mrs. Church brought up. That is what we want 
to bring up in these hearings with business people and the State De- 
partment and all the different parts of our economy. 

As far as the legislation, there is no legislation entered. 

Mr. Seipen. Except the legislation ‘for the establishment of the 
commission. 

Mr. Fouuron. Would you yield for a question? I want to ask 
Mrs. Church whether it would not be under the jurisdiction of the 
subcommittee of the House Foreign Affairs to look into a subject 
like that. 

Mr. Sevpen.. I was going to say to you, Mrs. Church, that the staff 
pointed out to me during your question that the Subcommittee on 

_International Organizations and Movements of this committee is con- 
templating a study on Soviet economic penetration. They may plan 
to go into the field about which you have spoken. 

Mrs. Cuurcu. I would wonder if that would not properly come 
within the jurisdiction of your own subcommittee. 

Mr. Hays of Arkansas. The standing Subcommittee on Foreign 
Economic Policy. 

Mrs, Cnurcu. To answer Mr. Fulton’s question, I think the trouble 
is that too many agencies are partially authorized to do this. In this 
particular instance which I quoted, we have gone to Small Business, 
we have gone to ICA, but there is no one central group with responsi- 
bility to investigate. They are all very glad to cooperate. 

Mr. Sexpen. I think that emphasizes the fact that this commission 
would be very helpful because it could go into the whole matter and 
make recommendations as to just what should be done. 
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Mrs. Cuurcu. Would the gentleman be willing to accept a special 
committee for it rather than a commission ? 

Mr. SeLpen. I would be very happy to hear any ideas along that 
line. 

Mrs. Cuurcu. Have you estimated the cost of this commission ? 

Mr. Setpen. While I cannot estimate the cost at the present time, 
I’m sure it would be infinitesimal when compared with the savings 
and security that may be afforded our foreign investments as a result 
of the recommendations made after a proper study of the problem. 

Mr. Futon. Would the gentleman yield further for a question? 
Mr. Vorys has had quite a bit of experience in this field. I would like 
to ask him his comments on whether this proposal might be setting 
up a second Randall Commission. What is the difference in field ? 
What might this do further than the subjects you were working on 
through the Randall Commission ? 

Mr. Vorys. The Randall Commission investigated precisely this 
matter and made some recommendations. 

Mr. Furron. I think almost everybody made different recom- 
mendations, didn’t they ¢ 

Mr. Vorys. With reference to this stimulation of private enter- 
prise and investment, I think the Commission was unanimous, for 
instance, in recommending that the 14 percent differential in income 
tax which applies now to investment under certain circumstances 
in Latin America be applied generally all over the world. That 
recommendation was approved by the President, and I think that was 
in the tax bill that came before the House and passed the House but 
was taken out in the Senate. 

Mr. Furron. Does this set up a second Randall Commission is 
really the point of my question. 

Mr. Vorys. Yes, in a somewhat limited field, a more limited field. 

Mr. Setpen. It concentrates on one subject which was only inci- 
dentally considered by the Randall Commission. 

Mr. Vorys. Yes. It also, as far as the structure goes, is somewhat 
like the proposal made by the President last year for the Reappraisal 

Yommission which was turned down by our committee, and also 
turned down in the Senate. 

It seems to me, though, Mr. Chairman, that it would be helpful 
to study where we are now before we go into the matter of what sort 
of machinery there should be for a continuing study. 

Mr. FarrsTe1n. Would the gentleman yield? After listening to - 
Mrs. Church, the thought occurs to me, I don’t know where the juris- 
diction would apply, there is quite a revolutionary situation taking 
place in Europe insofar as the removal of trade barriers between 
countries, tariff barriers. How would that affect this situation? How 
would it affect business generally; whether it would have anything 
to do with the Commission—I don’t know whether it is the Randall 
Commission—that has dealt with the reciprocal trade agreements. I 
don’t know whether that subject, which to my mind at the moment 
is rather important, to keep abreast of what is really happening——— 

Mr. Fuiton. Would you yield, to ask that question directly? Would 
this commission go into GATT, or in the setting up of reciprocal-trade 
agreements on various products i in international trade as among coun- 
tries participating; will you stay out of that field or go into it? 
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Mr. Sexpen. I think under the terms of this resolution it could go 
into those fields but only to the extent of determining the security or 
lack of security of our foreign investments. 

Mr. Hays of Arkansas. The Chair is going to suggest in the inter- 
est of conserving time that perhaps some of these questions might 
be directed to the representatives of the State Department. They 
might be in a little better position to discuss them with the author 
of the bill after they have stated their position. 

Mr. Seven. In section 5, paragraph (2), it states: 

The trade laws, regulations and practices of the United States relating to for- 
eign commerce and private and governmental investments in foreign countries ; 

I might point out in connection with your question, Mr. Fulton, on 
the Randal] Commission, as Mr. Vorys also pointed out, the Randall 
Commission was much broader than the Commission that would be 
set up under this resolution. Although they did make limited recoin- 
mendations in this field, it is obvious that additional recommendations 
are needed as we are still encountering difficulties. This study would 
be concentrated and focused on one specific field; namely, security of 
investments abroad. I feel strongly that only good can result from 
a thorough study with comprehensive recommendations. 

Mr. Futron. I think we should have a staff comment on how this 
ties in with the historical basis of what there has already been, what 
it does from there on. I hadn’t seen it in your statement. 

(The staff submitted the following:) 


Numerous groups have made studies, surveys, and recommendations in this 
field. Prominent among the studies and recommendations have been: Com- 
mission on Foreign Economic Policy, Report to the President and the Congress, 
January 1954 (the Randall Commission) ; Final Declarations of the 43d National 
Foreign Trade Convention; Department of Commerce, Factors Limiting United 
States Investment Abroad, 1954. 

The history of multilateral negotiations on this question is outlined in the 
testimony of Mr. Kalijarvi, page 14. 

Mr. Hays of Arkansas. Mrs. Church, were you through / 

Mrs. Cuurcu. Yes. Thank you. 

Mr. Hays of Arkansas. Mr. Crawford has just handed me a docu- 
ment which I know will be of interest to all members. It was a study 
made by the American Enterprise Association at the request of the 
Special Committee To Study the Foreign Aid Program of the Senate. 
It has just been released. I understand he has only three copies. 
Others are coming. I am sure every member of the committee will 
want to make a close study of this report. 

The subject of the report is, American Private Enterprise, Foreign 
Economic Development, and the Foreign Aid Program. So you see 
it covers a pretty broad field. Certainly the questions we have had 
this morning indicate you get into a broad field when you approach 
this problem of foreign investment. 

Mr. Pitcuer. Since Mrs. Church mentioned one of her constituents 
concerning this trade matter, I visited every country in South America 
last fall. I went on my own hook. I went into at least a dozen small 
manufacturing plants. I didn’t find one single American-made item. 
For instance, | went into one small plant that didn’t have over 10,000 
square feet of floorspace. They were making electric stoves, washing 
machines, and different items like that. Every motor, every switch— 
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he was making the whole thing—was bought in Western Germany. 
He said that they could buy it much cheaper than in America. 

That got me interested and I started going in different small plants 
and asking where they were getting their motors, their switches, and 
where they were getting their different supplies. Even with the buses 
in most of the cities, in Rio, I noticed they had a bunch of new buses. 
They were all European-made buses, because they were buying them 
cheaper. That brings out the point that Mrs. Church was talking 
about. 

Mrs. Cuurcu. I think that Mr. Zablocki could repeat for you the 
story of the factory which had been assembled mostly with American 
parts; but for which replacements were all being ordered from Ger- 
many on the basis, Mr. Pilcher, that the German credit terms were 
so easy, not because the items were cheaper. 

Mr. Prucuer. I went to a broker and he said, “It is not altogether 
price.” He said, “Our economy here is hides. We can call up a broker 
in Europe and they will take the hides and trade them to some other 
country that wants the hides.” In other words, it is a bartering propo- 
sition. They were trading hides for electric motors, and things hke 
that, through a bartering system. 

Mr. Hays of Arkansas. Mr. Selden, thank you very much. The 
State Department representatives are here. Mr. Kalijarvi, we are 
happy to have you come around and take the witness stand. 

I would like to say, first, that on yesterday, the President nominated 
Mr. Kalijarvi to be the Assistant Secretary of State for Economic 
Affairs. I am sure that confirmation will be quickly disposed of and, 
Mr. Secretary, congratulations. It is always a pleasure to have you 
before us, and if you are prepared to proceed with your statement, we 
will be glad to hear it. 


STATEMENT OF HON. THORSTEN V. KALIJARVI, DEPUTY ASSIST- 
ANT SECRETARY FOR ECONOMIC AFFAIRS, DEPARTMENT OF 
STATE 


Mr. Kariasarvr. Thank you, Mr. Chairman, for your kind words. 
We are discussing House Joint Resolution 160. The Congress and 
the administration are firmly committed to a basic policy in favor of 
private investment abroad and in favor of measures that will strength- 
en the security of foreign investment. This basic policy has found 
expression in our friendship, commerce, and navigation treaties, in in- 
vestment guaranty agreements, in treaties for the avoidance of double 
taxation, and in a wide range of services rendered by various Govern- 
ment agencies here and abroad. The results of these efforts have not 
been uniform, and new solutions for specific problems are under con- 
tinuing review within the executive branch. The State Department 
is prepared at any time to give careful consideration to proposals look- 
ing toward the further strengthening and securing of United States 
investment abroad. 

The bill before us covers many problems in the general field of for- 
elgn trade and investment. I shall address my initial comments to 
two issues that appear to involve the responsibilities of the Depart- 
ment of State most directly. The first one relates to the prospects for 
a uniform code of protection for foreign investors. The second one 
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concerns possible United States Government liabilities arising from 
foreign investment. 

The experience of the Department of State over many years has 
convinced us that the bilateral treaty of friendship, commerce, and 
navigation offers the most practical means of affording treaty protec- 
tion to American investors abroad. Multilateral negotiations have 
been found to produce unsatisfactory results, and the reasons are 
not difficult to perceive. There are great variances among nations 
as to the degree to which they are prepared to bind themselves 
legally to accord fair treatment, even among those which in fact 
accord fair treatment in practice. Some countries with federal con- 
stitutions, including Australia, Canada, and the United States, have 
special problems which limit the commitments they can undertake. 
Efforts at general uniform arrangements tend to break down over 
the differences among individual countries and their varying legal 
systems and economies. Consequently, bilateral negotiations, during 
which adjustments can be made to take care of individual differences, 
may be expected to produce the best results as far as United States 
interests are concerned, 

We have come to these conclusions after three major multilateral 
attempts to provide a uniform system of protection for international 
investment. Each resulted in failure. In 1929, an international con- 
ference met at Geneva under League of Nations auspices, to consider 
a carefully prepared draft convention on the treatment of foreigners 
and foreign enterprises. Because of the reservations each country 
felt obliged to attach, the effectiveness of the proposed conven- 
tion was so reduced that the project was abandoned. A second at- 
tempt was the section on economic development in the abortive ITO 
Charter, which, in order to accommodate the varying views of partic- 
ipating countries, equivocated on certain fundamental principles, in- 
cluding the standard of compensation in case of the expropriation of 
property. 

Differences between legal systems, between national policies, and 
differences as to economic interests created in each case insuperable 
obstacles to the establishment of uniform principles applicable to 
each of the many countries concerned. [Experience over the past few 
years in the U. N. with resolutions designed to encourage private in- 

vestment, which have stimulated strong reactions against any forth- 
right declaration of principle, further indicate the futility of multi- 
lateral efforts under present conditions. 

Our program for negotiating treaties of friendship, commerce and 
navigation, however, has had a modest degree of success. We have 
new treaties with 16 countries. Each of these contain unequivocal 
assurances of American investment against discriminatory treatment, 
and makes firm provisions for compensation in case of expropriation. 
The provision on the latter point in most of these treaties is as follows: 

Property of nationals and companies of either Party shall not be taken within 
the territories of the other Party except for a public purpose, nor shall it be taken 
without prompt payment of just compensation. Such compensation shall be in 
an effectively realizable form and shall represent the full equivalent of the 
property taken; and adequate provision shall have been made at or prior to 
the time of taking for the determination and payment thereof. 


The Senate has repeatedly given almost unanimous approv: al to 
the treaties negotiated under this program, and the Administration 
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is making every effort to increase the number of countries covered 
by the program. The Congress has fully endorsed the negotiation of 
the bilateral treaties by providing in the Mutual Security Act of 
1954, as amended, that the President shall 

accelerate a program of negotiating treaties of commerce and trade 6 gia * which 
shall include provisions to encourage and facilitate the flow of private invest- 
ment to nations participating in programs under this act. 

In addition to the friendship, commerce, and navigation treaties, 
we have a number of other bilateral instruments which strengthen 
the position of the American investor, notably the treaties for the 
avoidance of double taxation and the investment guaranty agreements. 
Within the recent past, there has been an increasing interest in these 
treaties and agreements among other nations. The number of in- 
vestment guaranty agreements concluded as of this date is 33. We 
have double tax treaties with 19 countries. Additional guaranty 
agreements and double tax treaties are under negotiation. 

We are concerned that the enactment of House Joint Resolution 
160 and the undertaking of the proposed study of a uniform invest- 
ment code by the Commission would create an impediment to progress 
on the bilateral treaty program. Countries with which we have a 
prospect for concluding treaties would likely be inclined to delay 
negotiations until the results of the Commission’s work are known. 
We do not feel that it would be in the interest of the United States 
to place our reliance upon a possible future uniform code which may 
occasion loss of present opportunities and may establish standards 
less adequate for the purpose than those of our bilateral treaties. 

I can be very brief with respect to possible United States Govern- 
ment liabilities resulting from foreign investment. The only poten- 
tial legal claims against the United States which may arise from con- 
fiscatory or war action abroad are those contingent claims which may 
flow from guaranties given to private investors by the United States 
Government. Aside from certain commitments of the Export-Import 
Bank, such guaranties are in effect limited to those issued by the In- 
ternational Cooperation Administration under section 413 (b) (4) of 
the Mutual Security Act, on which the Congress is fully informed. 
Losses other than these create no legal liabilities upon the United 
States. The American investor abroad understands that the United 
States Government will assist him diplomatically to protect his in- 
vestment, but has no liability beyond that. 

Among the other provisions of the bill is one relating to the perti- 
nent statistics of foreign investment of all types. In this context 
I would like to refer to the study of United States investment in Latin 
America which was recently completed by the Department of Com- 
merce. This study marks an important step forward in our under- 
standing of the impact of foreign investment on the recipient coun- 
tries, and further work along these lines will be justified. 

I hope that my comments have been responsive to the principal 
issues in the bill, but I am fully aware that the bill raises many other 
problems, Rather than take these up one by one, I would like to 
sum up my position by saying that I believe the administration and 
the Congress are in full accord on the broad lines of our policy toward 
private investment abroad. We shall do most for the effectiveness 
and security of United States foreign investment by giving our full 
attention to the continuing job of treaty negotiation, administration 
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of existing programs, review and improvement of our present tech- 
niques, and the limited kind of innov ation typified by the establish- 
ment of the war risk guaranty program under the Mutual Security 
Act of 1956. Much remains to be done to give full effect to those 
devices for the protection of United States foreign investment which 
are already in our hands. 

Mr. Hays of Arkansas. Thank you, Mr. Kalijarvi. Mr. Selden. 

Mr. Sexpen. Mr. Kalijarvi, you stated in your statement that the 
bilateral agreements now in force provided against discriminatory 
treatment so far as our overseas investors were concerned. Is that 
correct ? 

Mr. Katisarvi. Yes. 

Mr. Sevpen. In other words, there is no discrimination between 
our citizens and their citizens as far as investments are concerned ? 

Mr. Kauisarvi. We seek national treatment. 

Mr. Seven. Then, if a country is subject to nationalization, the 
property of our citizens will be subject to nationalization. Is that 
correct ? 

Mr. Kauisarvi. I was going to add, I think this would answer 
your question: In cases of that sort our citizens would be accorded 
more favorable treatment than the citizens of the country in which 
our investments are located; that is, we seek to go beyond that point 
and to get more favorable treatment, as far as the guaranty and pro- 
tection of our investments are concerned. 

Mr. Sexpen. If the property z nationals of such a country are 
subject to nationalization and confiscation, then would our investments 
overseas be subject to the same treatment under the bilateral agree- 
ments now in effect? 

Mr. Katisarvi. They probably would be. There is, however, a 
provision for just compensation. 

Mr. Seven. However, they still would be subject to nationalization 
and confiscation. 

Mr. Kanuisarvi. I think in most cases they would. 

Mr. Sexvpen. Do you think there would be room for improvement 
as far as our treaties are concerned on that subject ? 

Mr. Katrsarvi. I cannot see where the improvement could be 
obtained if you went beyond the treatment accorded to the citizens 
plus just compensation when expropriation or nationalization takes 
place. 

Mr. Fuuron. That is the point of my question: How far do you go? 

Mr. Kaxisarvi. Gentlemen, I doubt very much that under otr own 
system of government we could agree to such a proposition. I don’t 
think wee ould draw up an agreement on that basis, and I am sure that 
Congress would not ratify such an agreement. 

Mr. Setpen. Don’t you think that the subject could be explored 
further, or do you feel that: all that can be done is being done by the 
State Department? 

Mr. Kautsarvi. I hope I haven’t given the impression that every- 
thing is being done by the State Dep: urtment and that is the end of it. 

Mr. Sretpen. You stated in your testimony that you would be 
opposed to a commission of this kind going into the subject further. 

Mr. Katisarvi. In terms of this specific proposal, I have attempted 
to lay before the committee the experience we have had to date and 
the conclusions that we have come to. We have, as I have indicated, 
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come to the conclusion that the more profitable way of dealing with 
these matters is either to put them into law or into agreements that 
we can negotiate. We have had disappointing results where the multi- 
lateral programs are concerned. What you end up with in these 
multilateral discussions, as in codes of fair treatment, is what might 
be called the least common denominator or the point on which all the 
parties can agree. That takes you quite far away from what you are 
trying to accomplish. You get a watering down of the basic principle 
and by the time you are through you have something that 1s not as 
effective as you would want. 

Mr. Sextpen. Do you feel that past failures, as far as multilateral 
agreements are concerned, should bar any further efforts along that 
line? 

Mr. Kauisarvi. No, sir; I think any experience in the past need not 
necessarily be the determiner of what we will do in the future. But I 
think that in these present circumstances we do have something rather 
precious that we are getting at on the bilateral end, and we would feel 
in this situation such a commission as is proposed would undoubtedly 
plow old ground. We have had a War Claims Commission report— 
we had that in 1953—in which our past claims history has been gone 
into in some two or three hundred pages printed by the Congress, the 
Interstate and Foreign Commerce Committee. 

I would think in the light of that we have the kind of experience by 
which we can measure what we want to do. Our conclusion again is 
that the bilateral operation is the more productive. 

Mr. Setpen. You pointed out you had concluded bilateral agree- 
ments with 16 countries. When were those concluded? Have there 
been any lately ? 

Mr. Katisarvi. Treaties of friendship, commerce, and navigation, 
are among the oldest treaties in our country. We have five new treaties 
to be concluded. We have seven treaties to be negotiated in fiscal 
1958. 

Last year we furnished this committee and some of the other com- 
mittees of the Congress with a list of the treaties of friendship, com- 
merce, and navigation. 

For the purpose of the record, Mr. Chairman, with your permission, 
I should like to insert this complete list, and then the committee will 
have as complete an answer to this as I could give. 

Mr. Hays of Arkansas. Thank you, sir. That will be inserted at 
this point. 

(The material referred to is as follows:) 


List oF TREATIES OF FRIENDSHIP, COMMERCE AND NAVIGATION 
TREATIES SIGNED SINCE 1945 


China: Treaty of friendship, commerce, and navigation signed at Nanking 
November 4, 1946 (in foree November 30, 1948). 

Colombia: Treaty of friendship, commerce, and navigation signed at Washing- 
ton April 26, 1951 (not in force). 

Denmark: Treaty of friendship, commerce, and navigation signed at Copen- 
hagen October 1, 1951 (not in force). 

Ethiopia: Treaty of amity and economic relations signed at Addis Ababa 
September 7, 1951 (in force October 8, 1953). 

Finland: Protocol modifying the treaty of friendship, commerce and consular 
rights of 1934, signed at Washington December 4, 1952 (in force September 24, 
1953). 
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Germany: Treaty of friendship, commerce, and navigation signed at Washing- 
ton October 29, 1954 (in force July 14, 1956). 

Greece: Treaty of friendship, commerce, and navigation signed at Athens 
August 3, 1951 (in force October 13, 1954). 

Haiti: Treaty of friendship, commerce, and navigation signed at Port-au-Prince 
March 8, 1955 (not in force). 

Iran: Treaty of amity, economic relations, and cousular rights signed at Teheran 
August 15, 1955 (not in force). 

Ireland: Treaty of friendship, commerce, and navigation signed at Dublin 
January 21, 1950 (in force September 14, 1950). 

Israel: Treaty of friendship, commerce, and navigation signed at Washington 
August 23, 1951 (in force April 3, 1954). 

Italy: Treaty of friendship, commerce, and navVigation signed at Rome 
February 2, 1948 (in force July 26, 1949). 

Italy: Agreement supplementing the treaty of friendship, commerce, and 
navigation of 1948, signed at Washington September 26, 1951 (not in force). 

Japan: Treaty of friendship, commerce, and navigation signed at Tokyo April 
2, 1953 (in force October 30, 1953). 

Korea: Treaty of friendship, commerce, and navigation signed at Seoul, 
November 28, 1956 (not in force). 

Netherlands: Treaty of friendship, commerce and navigation signed at The 
Hague, March 27, 1956 (not in force). 

Nicaragua: Treaty of friendship, commerce, and navigation signed at 
Managua January 21, 1956 (not in force). 
Uruguay: Treaty of friendship, commerce and economic development signed at 
Montevideo November 23, 1949 (not in force). 

Uruguay: Protocol supplementing the treaty of friendship, commerce, and 
economic development of 1949, signed at Montevideo May 19, 1955 (not in force). 


TREATIES CONCLUDED 1920-4: 


Austria: Treaty of friendship, commerce, and consular rights signed at 
Vienna June 19, 1928. 

El Salvador: Treaty of friendship, commerce, and consular rights signed at 
San Salvador February 22, 1926. 

Estonia: Treaty of friendship, commerce, and consular rights signed at Wash- 
ington December 23, 1925. 

Finland: Treaty of friendship, commerce, and consular rights signed at Wash- 
ington February 13, 1934. 

Honduras: Treaty of friendship, commerce, and consular rights signed at 
Tegucigalpa December 7, 1927. 

Iraq: Treaty of commerce and navigation signed at Baghdad December 3, 1938. 

Latvia: Treaty of friendship, commerce and consular rights signed at Riga, 
April 20, 1928. 

Liberia: Treaty of friendship, commerce and navigation signed at Monrovia, 
August 8, 1938. 

Norway: Treaty of friendship, commerce and consular rights signed at Wash- 
ington, June 5, 1928. 

Thailand: Treaty of friendship, commerce and navigation signed at Bangkok, 
November 13, 1937. 

Turkey: Treaty of commerce and navigation signed at Ankara, October 1, 1929. 

Turkey: Treaty of establishment and sojourn signed at Ankara, October 28, 
1931. 


rREATIES CONCLUDED BEFORE 1920 


Argentina: Treaty of friendship, commerce and navigation signed at San Jose, 
July 27, 1853. 

Belgium: Treaty of commerce and navigation signed at Washington, March 
8S, 1875. 

3olivia: Treaty of peace, friendship, commerce and navigation signed at La 
Paz, May 13, 1858. 

srunei: Convention of amity, commerce and navigation signed at Brunei, 
June 23, 1850. 

Colombia: Treaty of peace, amity, navigation and commerce signed at Bogota, 
December 12, 1846. 

Costa Rica: Treaty of friendship, commerce and navigation signed at Wash- 
ington, July 10, 1851. 
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Denmark: Convention of friendship, commerce and navigation signed at Wash- 
ington, April 26, 1826. 

l'rance: Convention of commerce and navigation signed at Washington, June 
24, 1822. 

Morocco: Treaty of peace and friendship signed at Meknes, September 16, 1836. 

Muscat: Treaty of amity and commerce signed at Muscat, September 21, 1833. 

Netherlands: Convention of commerce and navigation signed at Washington, 
August 26, 1852. 

Paraguay: Treaty of friendship, commerce and navigation signed at Asuncion, 
February 4, 1859. 

Spain: Treaty of friendship and general relations signed at Madrid, July 3, 
1902. 

Switzerland : Lonventor of friendship, commerce and extradition signed at 
Bern, November 25, 1850. 

United Rinwdien - Convention to regulate commerce and navigation signed at 
London, July 3, 1815. 

Yugoslavia: Treaty of commerce and navigation signed at Belgrade, October 
14, 1881. 

Mr. Setpen. Are those treaties similar in nature ? 

Mr. “pete tr. Since 1920. 

Mr. Setpen. Do all 16 treaties that you mentioned contain the 
most-favorable-treament provision 

Mr. Kauisarvi. They contain this provision ; yes. 

Mr. Sevpen. Could these agreements have been worked out on a 
multilateral rather than a bilateral basis? 

Mr. Karisarvi. I doubt it very much. While we follow a general 
pattern and a standard form, each of the agreements is tailored to 
the needs jad require ments of the two negotiating parties, the United 
States and the country with which we are dealing. No two agree- 
ments are identical. We get as much out of each as we possibly can 
for our own citizens and for own own investments, 

Mr. Sevpen. ‘Thank you. 

Mr. Hays of Arkansas. Unless the committee feels otherwise, I 
think we will proceed under the 5-minute rule. Mr. Vorys. 

Mr. Vorys. Mr. Kalijarvi, do you have at hand the amount of our 
private foreign investment now, and the rate it is moving? I know 
that is largely the Department of Commerce’s business, but it seems 
to me it would be most helpful for us to know how things are going 
now. 

Mr. Kanisarvi. May we supply that for the record? Apparently 
none of us here has the information. 

Mr. Vorys. Would that be something that you have or that we get 
from Commerce / 

Mr. Kauisarvi. I think Commerce would be the custodian of that. 

Mr. Vorys. We immediately get into that matter. I should think 
the economic end of the Department of State would want to have that 
kind of information in mind all the time. 

Mr. Kanisarvi. Iam sure we have. 

(Information requested is furnished on p. 27.) 

Mr. Vorys. In this committee and in the Randall Commission, and 
so forth, in talking about guaranties and the rest of the devices fer 
stimulating private investment, we talk about trying to create a 
“climate” for investment. I think that is what some of the members 
here have in mind, that whereas we couldn’t get any other country to 
agree formally that it would never seize oil wells, or anything else, 
w rhs at we try to do is to create a situation. a climate wherein the investor 
who is going in to build up some extractive or other production 
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mechanism, gets some practical assurance that he is not going to have 
the rules changed on him after it is built. Isn’t that correct? 

Mr. Katisarvi. That is absolutely correct. We are constantly 
dealing with other countries on that basis, discussing these matters 
with them and seeing what we can do with respect to creating that 
favorable climate. 

Mr. Vorys. The other country ought to try to attract private invest- 
ment by creating and maintaining conditions there that will make 
people know that if they go there and make a go of it they will make 
a profit, isn’t that right? 

Mr. Katuisarvi. I might say that only within the last 2 days repre- 
sentatives of one of the foreign governments has come to us and 
asked for assistance. We pointed to the fact that the United States has 
been built with private capital from abroad, and that capital has been 
attracted here by the opportunities presented, that the greatest future 
and greatest opportunity for fiscal and financial help from the United 
States lay in attracting private capital from the United States, and 
the determining factor whether that capital came or not in a large 
measure was whether it felt it was going to be hospitably treated when 
it came to a foreign country. 

I think this is representative of the kind of approach we make, and 
I believe consistent with the position that this committee has taken, 
and that you have taken, Mr. Vorys, over a period of time. 

Mr. Hays of Arkansas. Mr. Smith. 

Mr. Smrru. Mr. Secretary, is there a real demand on the part of 
American business for protection of its investments abroad ? 

Mr. Karisarvi. I think there is. 

Mr. Smiru. I have never seen any figures on it. It would be inter- 
esting. It may be that the Randall Commission came up with some- 
thing along that line. This committee has considered it, of course, 
in connection with the mutual aid program. But I have never per- 
sonally seen any figures to show the extent of the interest on the part 
of American business for that kind of protection. 

Mr. Katutsarvti. I don’t know if such figures are available. It gen- 
erally comes in nonfigure ways to us. Insurance executives come to 
us and indicate they are interested in one or more countries. They 
voice the difficulties that they have with respect to the opportunities in 
those countries and the discrimination that may exist between the 
United States’ investments and the investments domestically, locally. 

We have to move in on this, first, with our general treaty, and sec- 
ond, to see how well we can implement it in specific instances. You 
cannot tell the size of the figure involved. I think in most instances 
that is the way it comes, and it would be very, very hard to put a 
figure on it. 

Mr. Vorys. Would the gentleman yield? It seems to me it might 
be helpful to the committee if you would tell us something about the 
protection given to American investors when the Department of State 
espouses an American claim—I think that is the word, isn’t it ? 

Mr. Kanisarvi. I don’t know where you were going. 

Mr. Vorys. I have heard the expression of “espousal of a claim in 
another country.” What American business is interested in is the kind 
of protection they get when a fracas comes up, whether the State 
Department, whether our Government jumps in through diplomatic 
action to help them out in their controversy with a foreign govern- 
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ment or whether they let them fight it out alone. That is what I 
meant by “espousal.” That is the most important protection. 

No matter what it says in the treaty, if an American business gets 
into difficulty with another government and has to fight it out all 
alone, that is not much protection. It is what is done by the Depart- 
ment of State that constitutes the real protection. I may have said 
this very awkwardly. I think it would be important for the record 
in this matter to know just what you do. 

Mr. Karisarvi. I am very happy to answer the question. I would 
like to make one comment myself and then I would ask Mr. Metzger 
from the Legal Adviser’s office, who is familiar with this matter, to 
comment further. 

We have at the present time a problem with respect to American 
pharmaceuticals. The Iranian Government, in order to conserve its 
currency is limiting the amount of foreign pharmaceuticals that can 
be placed upon the market. This is working and will work to the 
disadvantage of the American pharmaceutical industry. Some con- 
cerns are more hit than others. We have taken the matter up with 
the Iranian Government in order to make sure that the American 
pharmaceutical companies are to be no worse off than any other com- 
panies selling pharmaceuticals in Iran. With your permission, I 
would like to ask Mr. Metzger to address himself to the question. 


STATEMENT OF STANLEY D. METZGER, ASSISTANT LEGAL ADVISER 
FOR ECONOMIC AFFAIRS, DEPARTMENT OF STATE 


Mr. Merzerer. The Guatemalan land case is probably the most recent 
case that the United States has been involved in with respect to expro- 
priation. There they expropriated large parcels of land belonging to 
an American company. The United States engaged in a series of com- 
munications with the then existing Guatemalan Government con- 
cerning just compensation, which was not being offered under the 
Arbenz regime, of which you are well aware. 

The notes relied upon international law with respect to the obli 
tion to pay just compensation for expropriated property. 

Following the demise of the Arbenz regime and the coming into 
power of a legitimate Guatemalan Government the matter has been 
solved to the satisfaction of the American company involved. 

That is the sort of thing that is engaged in in that kind of circum- 
stance. That is the last nationalization involving American property 
of which I am aware. 

Mr. Hays of Arkansas. Do any of the other members of the For- 
eign Affairs Committee care to ask any questions? I have gone 
around the ad hoc committee. 

Mrs. Cuurcn. May I ask one, directly following Mr. Vorys’ ques- 
tion? Suppose the Government of Guatemala had not been changed; 
what steps would the State Department have taken ? 

Mr. Merzcer. If the Guatemalan Government, and I don’t recall 
at the moment if they have done so, had submitted to the compulsory 
jurisdiction of the International Court of Justice, we could have taken 
the litigation there. 

Tf they had not submitted to the jurisdiction of the International 
Court of Justice, we could have attempted to secure a special agree- 
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ment todoso. If they had refused to do that, the United States would 
have exhausted the limits of peaceful attempts to resolve the issue, and 
the matter would have remained a thorn in the side of United States- 
Guatemalan relations until such time as other means had been arrived 
at to solve it. 

Mrs. Cuurcu. Has there been an instance where we have gone be- 
yond the peaceful means? 

Mr. Merzerr. I think if you go back in history with respect to 
certain Latin American countries you will find that actions have taken 
place of that kind, not in recent years. 

Mrs. Cuurcu. You mean, to exert pressure ? 

Mr. Merzeer. I think we took over Haitian customs at one time, and 
we were involved in military action of one kind or another in South 
American countries. 

Mr. Fuutron. I remember the Federal Government chased bandits 
in Nicaragua. 

Mr. O'Hara. Because I have in mind the ugly historical background 
that we have in this field, I am interested in this proposed legislation. 

Mr. Secretary, have there been instances in which foreign investors 
in the United States have been given a favored treatment over Amer- 
ican investors ? 

Mr. Kauisarvi. We know of none. 

Mr. O’Hara. You know of no such instance? 

Mr. Karisarvi. No. 

Mr. O’Hara. Would there be resentment among our investors that 
a foreign investor should receive favored treatment over American in- 
vestors in American securities ? 

Mr. Kauisarvi. I feel reasonably sure, if I can judge other people 
by my own feelings, there would be. 

Mr. O’Hara. Are people of other nations any different from our 
own people? 

Mr. Katisarvi. I don’t think so. 

Mr. O'Hara. We had before the Banking and Currency Committee 
some years ago a proposal that we should guarantee American inves- 
tors against the inst: ability of foreign governments and the question 
was raised that this implied inter ference in the domestic affairs of 
other countries. There are phases involved that are very delicate. 
Thank you very much. 

Mr. Sevpen. Will,the gentleman yield? There would be no resent- 
ment, however, against receiving the same treatment in trying to work 
it out in your bilateral agreements? 

Mr. Karisarvi. We negotiate agreement after agreement on that 
principle. 

Mr. Furron. Mr. Chairman, could I have a question so that the 
answer could be put in the record later? The question occurs as to 
the possibility of the mutual security funds currently given to recipi- 
ent countries being used as a source of credit for those governments 
to use in competition with our own American companies. 

For example, on the extension of long-term credits, I have run into 
it with Pittsburgh companies in South America where the foreign 
company would have its own government’s guaranteed credit of 12 
15, or 20 years, which could be offered at a very low interest rate, where 
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our own commercial United States company was subject to the eco- 

nomic necessity of extending only 36 or 45 months’ credit at the most. 
Could you give us a list of countries in this record under the mu- 

tual security program that we are assisting who, by their own govern- 

ment backing, through either gov ernment- -owned plants or privately 

owned plants, are able to extend longer credits and at lower interest 

rates than ordinary commercial channels of United States origin ? 
(The information requested is as follows :) 


DEPARTMENT OF STATE, 
Washington, March 25, 1957. 
Memorandum. 
Subject: Export Credit Financing by Foreign Governments. 

In response to the request of Representative Fulton at the hearing of February 
28, 1957, on House Joint Resolution 160 before the House Committee on Foreign 
Affairs, for information on export credit facilities afforded their nationals by 
aid-recipient countries, there is attached a summary statement of various finan- 
cial measures to promote exports adopted by the following countries: Austria, 
Belgium-Luxembourg, Canada, Denmark, France, Greece, Federal Republic of 
Germany, Iceland, Italy, Netherlands, Sweden, Turkey, United Kingdom. 

Of these countries all except Canada have been recipients of aid under the 
mutual security program, although currently none but Greece, Iceland, and 
Turkey receives economic assistance under the mutual security program, except 
for a small regional program of assistance to the European Productivity Agency 
of OFEC. The underdeveloped countries which currently receive the bulk of 
economic aid under the mutual security program are not engaged in the promotion 
of capital goods exports. 

In general, it is believed that few if any countries provide medium or longer 
term export financing facilities on terms as convenient to the exporter as those 
afforded by the Export-Import Bank through its exporter credit program or its 
loans for projects requiring the long-term financing. It has been possible to gain 
an increasing measure of participation of private banks in these programs. 


FINANCIAL MEASURES TO PROMOTE EXPORTS 
Austria 
1. Commodity exports are exempt from turnover tax. 
2. Excise taxes are not levied on commodity exports. 
3. Haxport-promotion loans.—Government credit up to a matter of $800 million 
Austrian schillings (about $30 million). Credits granted for medium (6 to 12 
months) and long-term export transactions. Interest rate of commercial banks 
is 8 percent higher for such loans than the bank rate. Permits banks to re- 
discount at Austrian National Bank at normal discount rate. Government as- 
sumes liability up to 8O percent of credit amount and covers any risks due to 
insolvency or political factors. 
4. Haeport fund loans.—To promote export transactions on short-term basis, a 
40 million Austrian schillings ($15 million) fund available for following: 
(a) Production loan up to 80 percent of order: 
(b) Advance on exports up to 80 percent of invoice value. 


Belgium-Luxembourg 


(a@) Sales taxes are remitted on exported goods as well as on raw materials 
or semifinished goods which are processed further and exported. 

(b) Excise duty is waived on exported goods. 

(c) Customs duties not collected on reexports and raw materials going into 
exported goods. 

(1) A visa scheme to encourage short-term financing of foreign commercial 
transactions, particularly exports, which enables visa holders to discount ac- 
ceptances at a higher rate. 

(2) Encourage medium-term loans to finance exports which cannot normally 
be met by banks. ; 


Canada 


1. A drawback of duties is paid on imported goods which are exported, and 
raw materials used in goods exported (99 percent of duty paid). 
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2. Similarly with respect to excise taxes. 

8. Export credit insurance (excludes exports to United States) provides insur- 
ance against nonpayment by foreign buyers due to causes outside the control of 
exporter : 

(a) Insolvency or protected default of buyer; 

(b) Exchange restrictions which prevent transfer of funds to Canada; 

(c) Occurrence of war, revolution, etc. ; 

(d@d) Cancellation of an import permit or imposition of new restrictive 
insurance corporation has $10 million capital plus possible $10 million addi- 
tional. 

4. A subsidy up to $1 per ton on exports of Alberta and British Columbia coal 
to all countries except the United States and its dependencies. 


Denmark 

1. Export guaranties to a total of 350 million Danish Kroner. Does not involve 
direct loans to exporters: 

(a) Solvency guaranties covering up to 85 percent of bill; 

(6) Government participation in losses on goods exported on a consign- 
ment basis; 

(c) Guaranty to bankers and others for loans granted to exporters for 
export purposes. The guaranty cannot exceed 75 percent of amount of order 
and must be settled by installments within a 5-year period. 

(d) Transfer guaranty not exceeding 85 percent of account. Does not 
constitute an exchange rate guaranty. 

2. Drawbacks are granted for customs and products used in the production 
of goods for export. 

3. Dollar export incentive scheme: 10 percent of dollars received in payment 
of commodity exports may be used to import goods from the OEEC countries— 
Finland, Israel, Yugoslavia, Spain, Brazil, Argentina, and Chile. 

France 

1. Refunds of social-security contributions and taxes corresponding to wages 
paid are made monthly. 

(a) EFAC accounts: Retention of 10 percent of dollar exports for imports 
of capital goods, raw materials or other commodities required for the func- 
tioning of the enterprise holding the amount. 

(b) Capital goods accounts: Retention of 10 percent of export proceeds 
for purposes of importing raw materials and capital goods required for the 
functioning of the exporting firm. 

2. Goods for export are exempt from the production tax and the purchase tax. 

3. Export guarantees: 

(a) Price guaranty: Guaranty against internal price fluctuations. 

(b) Credit insurance: Covers extraordinary commercial risks missing 
from import and export transactions, as well as political risks, “force ma- 
jeure,” and currency risks. 

(c) Market research insurance. 

4. Bills relating to exports are negotiable with the Bank of France. The max- 
imum term of credit is 2 years. The Bank of France also negotiates credits for 
a maximum term of 5 years for exports secured by a Government guaranty. 


Greece 

Indirect subsidies : 

1. Greece’s Agricultural Bank sells fertilizers to fruit growers at 10-20 percent 
below cost. 

2. Wood used for packing of exported fresh and dried fruits is allowed duty- 
free entry. 

3. Law No. 2861 of June 8, 1954, re measures for promoting the export of indus- 
trial and other domestic products, provides for the refund of import duties and 
taxes paid on imported raw materials and fuels used in the manufacture of 
exported products and for the refund of taxes on payrolls and employer’s contri- 
butions to social-insurance funds on salaries and wages paid for the manufacture 
of such export products. It also provides for the exemption from the turnover 
tax of the proceeds of sales of industrial products abroad. Certain of these cost- 
relieving measures are applicable also to certain agricultural, mineral, and other 
domestic products exported, and to ship-repairing carried out in Greece. 

4. Exporters can obtain a credit margin of 40 percent on the value of their 
exports during the previous year. 
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Germany 


1. Tax free reserve for— 
(a) Exports by the producer and export merchant ; 
(b) Shipping operations of the merchant marine; 
(c) Other services to foreign countries. 
2. Deductions from taxable profits for exports by producers and export mer- 
chants. 
3. Export goods are exempt from the turnover tax. 
4, Export goods are exempt from consumption taxes. 
5. Export guaranties are made to cover commercial political and manufactur- 
ing risks. The amount of the guaranty is DM 4 billion (about $1 billion). 
6. Export subsidy on brandy and brandy products. (Has been notified to the 
GATT.) 
7. Export credits: For the financing of medium-term export transactions (up 
to 4 years), discount facilities are made available by the BDL at a rate of interest 
1.5 percent above the general discount rate. 


Iceland 
1. Drawback on import duties if goods are not used in country but exported. 
2. Permits goods imported for further manufacture and subsequent exporta- 
tion to enter duty-free. 
3. Excise allowances are made for certain goods when exported or shipped 
for use as stores. 
4. Initiating a scheme under which exporters to the dollar area will be able 
to insure against losses due to 
(a) Action by a foreign government preventing payment ; 
(6) The occurrence of war, etc. ; 
(c) The unexpected imposition of export controls. 
5. Initiating arrangements for the issuance of promotional guaranties to ex 
porters to the dollar area. 


Italy 

1. Credit-guaranty insurance for exports subject to special risks. The risks 
covered include war, natural disasters, general moratoria on payments, loss due 
to action by Italian Government and exchange transfer difficulties. 

2. The financing of medium-term credits for exports of specified commodities 
provides for rediscounting facilities and the advancement of funds for medium 
term credits. 

3. Reimbursement of the general tax on earnings paid in connection with 
offshore purchases and certain exported goods. 

4. Reimbursement of customs duties and other taxes levied at the time of 
import on raw materials used in the manufacture of certain exported goods paid 
for in freely transferable currencies. 

Netherlands 

1, Government reinsurance of private company guaranty of export credits. 
This covers such risks as insolvency, political transfer, currency, and risks of 
increases in wages and prices. 

2. Exported goods are relieved from the purchase tax. 

3. Excise duties on exported goods are exempted or refunded. 

4. Export-promotion guaranty to cover sales to the United States and Canada. 
Provides for a refund of part of the costs involved in export promotion if such 
expenses are not covered by profits resulting from exports. 

Sweden 

1. Relief from or remission of customs duties, excise duties, and sales taxes 
are guaranteed on goods which are exported or reexported. 

2. Guaranty system for export credits. Credits are guaranteed when granted 
for the sale of goods and services abroad. Apply to such risks as insolvency, 
political, cessation of transfer, etc., but not to a fall in exchange rates. 


Turkey 
1. A refund of the turnover tax is granted manufacturers of exported goods. 
2. A difference in price is granted on specified goods. Applicable only during 


the 1953-54 export season. Raisins is one of the commodities which benefits 
by the action. 
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United Kingdom 

1. Goods for export are exempt from excise duties, customs duties, and the 
purchase tax. 

2. Imported goods which are subsequently reexported may also be relieved 
from customs duties, excise duties, and the purchase tax. 

3. Export credit guaranties cover— 

(a) Short-term policies for transactions involving mainly consumers 
goods and raw materials sold on terms of payment up to 6 months. 

(b) Medium-term policies covering capital and investment goods and 
projects where large sums, lengthy manufacturing periods and, in some 
cases, extended terms of payment are usually involved; 

(c) Policies for invisible exports in the form of services rendered United 
Kingdom principals: 

(1) The insolvency of the buyer; 

(2) Failure of the buyer to pay for delivered goods within 12 months 
of the due date; 

(3) Exchange restrictions ; 

(4) War risks. 

(d@) Bonds and promissory notes under Government guaranty agree- 
ments. 

(e) Risks incurred by reason of market surveys, advertising, and pro- 
motional campaigns conducted in the dollar areas. 

(f) Special guaranties are given direct to banks to enable them to 
finance a proportion of any business involving the export of major, capital 
goods, or for the finance of capital projects on extended terms of payment 
where the contracts involve finance of some magnitude. 

Mr. Fuuron. The foreign economic policy of this country at some 
of the economic conferences has not been good, because I have felt that 
sometimes the United States has taken a rigid position and allowed no 
disagreement from it. 

For example, in 1954, I was an observer of this committee at the 
Rio Economic Conference with the Coordinator of Information of 
the House, Mr. Sullivan. In a news interview, speaking only for 
myself, rigidly, and making it clear not for this committee nor for 
this Government, I had commented favorably on a recommendation of 
development proposed by the Organization of American States; of 
course, it got quite a bit of publicity. 

But the result of it was that both Mr. Sullivan’s and my invitation 
to the Ambassador’s house were formally canceled by a man, saying, 
“You are no longer welcome at the Ambassador’s house.” That was 
to each of us. 

Is that going to continue in the future? Because that kind of 
pressure to me was a thing which I felt was highly restrictive and not 
in accordance with what our economic policy of the United States 
abroad should be. 

I would just lke a direct statement that Ambassador Kemper’s 
procedure is not going to be followed as far as you are concerned as 
an Assistant Secretary. 

Mr. Kauisarvr. I can give you that assurance, I am sure. 

Mr. Futron. It was startling to both of us, and embarrassing. 

Mr. Hays of Arkansas. Jim, I believe Mr. O’Hara’s time is up. 
Mr. Farbstein. 

Mr. Farestern. Mr. Secretary, have any studies been made on the 
effect of the coal and steel pool in Europe on American business? 

Mr. Kauisarvi. There have been different reports that I have seen. 
T don’t know if there has been any specific report addressed to that 
particular subject. I will try to determine if there is anything avail. 
able. I do know, aside from the legal aspects, cartel arrangements, 
and that sort of thing, there has been a reasonable satisfaction with 
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the arrangement in Europe, that is the coal and steel community 
generally. 

I will try to find the answer to your question. 

Mr. Faresrern. If there hasn’t been any study, do you think it 
would be salutary to have one? 

Mr. Kaxisarvi. I think there will probably be something along 
this line. The Council for Foreign Economic Policy is making a study 
of this at the present moment. When that will be ready, I don’ t know. 

Mr. Faresrern. The next question is with relation to the present 
action between the various countries of Europe insofar as the removal 
of tariff barriers. Are we abreast of what 1s going on there? 

Mr. Kauisarvi. Yes. We had representatives at the OEEC meet- 
ing just a short while ago. We are constantly abreast of those 
developments. 

Mr. Faresrern. Do you think it would be salutary in that situation 
for any congressional study, or do you think ample attention is being 
given ! ? 

Mr. Katisarvi. I would imagine eventually the Congress would 
want to take a look at it. At the moment, while it is in “the process 
of developing, I think perhaps the C longress can be best assisted by 
such reports as are available, such material as is being developed. 

It is now in a formative stage, and I think the Congress would in 
due course want to take a look at it. 

Mr. Farsstern. This is my last question: You think by some advice, 
suggestion that perhaps more favorable situations might be created 
insofar as the United States is affec ‘ted, tariffwise ? 

Mr. Kauisarvi. I can only report wh: it has been done, in answer to 
your question. Perhaps that could be satisfactory; if it isn’t, I am 
prepared to go further. 

We have watched this development both in the common market and 
the free-trade areas. One of our major concerns has been what will 
happen tariffwise. And we have made it clear that we do not consider 
it to be in the spirit of the free-trade area or in that of the common 
market, to go in a direction which would be more protective or which 
would adopt the highest tariffs as the common tariff. We look on this 
as a program for the liberalization of trade not only within the area 
itself but in other countries as well. 

Both the United Kingdom and Canada have taken a strong position 
along with us. I do not know if that answers your question. But I 
think the spirit, at least, is there. 

Mr. Chairman, some figures have been furnished me with respect 
to private investment abroad, which are a partial answer to Con- 
gressman Vorys’ inquiry. 

At the end of 1955 I am informed that total United States private 
foreign investment was $29 billion. The total direct private invest- 
ment was $19.2 billion. 

In Europe, Western Europe had $5.4 billion, and $3 billion of 
this was direct. In Canada, $10.6 billion, and $6.5 billion of that was 
direct. In Latin America, $8.2 billion, and of that $6.5 billion was 
direct. 

The others were $4.8 billion, and of that $3.2 billion was direct, o1 
a total of $29 billion, and direct, $19.2 billion. 

May I furnish that for the record ? 

Mr. Hays of Arkansas. We are glad to have those figures. 
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Mr. Vorys. At the point that goes in the record I would just like 
to read this sentence from this study by the American Enterprise 
Association. Under the heading “The Size of Private Foreign Invest- 
ment,” the first sentence is: 

The alleged insufficiency of private foreign investment stems in part from a 
statistical delusion. 

Some users of Department of Commerce data note that the net capital outflow 
of direct investments in 1955 was but $679 million. This figure, however, is a net 
of nets. 

And the article goes on to say that the statistics in this respect are 
a snare and a delusion. I don’t know whether this comment would 
apply to the figures you er e given us today or not. 

Mr. Kauasarvi. I don’t know. 

Mr. Seven. From the limited information Mr. Kalijarvi has given 
us, it would seem that the work that is being done thus far on a bilateral 
basis is good. Also, I recognize th: it we have substantial foreign in- 
vestments at the present time extending into many countries. Yet, 
can anyone say that we should not study the problems further in an 
effort to extend greater security and more inducement for additional 
investments abroad ? 

I am getting increased demands each day from my constituents for 
reduction in the largest peacetime budget in this country’s history. 
They have emphasized particularly our for ign-aid program. 

I hesitate to vote against any appropriation of American dollars 
that I am told must, in our own interest, be sent to for ‘eign nations in 
order to promote the economic and political stability of those countries. 

Yet I am certain that if we could induce more investments abroad 
that we could then safely cut some of our foreign-aid programs. I am 
rather surprised and alarmed that the State Department would oppose 
the establishment of a commission created for the primary purpose 
of studying the problems and recommending measures for the security 
of American foreign investments. I regret that the State Department 
assumes the position that their approach is the only approach that 
should be made. By its testimony, the Department of State, would 
close the door to inquiries concerning the protection of our own invest- 
ments that would require the Department to act in concert with 
Members of Congress as well as with representatives outside the 
Government. I regret that a position of such self-sufficiency is taken 
by our Department of State. 

Mr. Karisarvi. Mr. Chairman, there is a further answer or material, 
that might be supplied to Congressman Vorys. Mr. Bekker of our 
staff will supply that. 


STATEMENT OF KONRAD BEKKER, ADVISER, ECONOMIC DEVELOP- 
MENT DIVISION, DEPARTMENT OF STATE 


Mr. Bexxer. Congressman Vorys, the State Department has been 
keenly aware of the snare and delusion quoted in that report. J 
wouldn’t be surprised if some of those words were taken from Govern- 
ment publications, and because we realize in State and in Commerce, 
how inadequate our past statistics of foreign investment were, we 
have sponsored a study which was recently completed and to which 
Mr. Kalijarvi referred in his prepared statement. 

I have a copy of this study here. TI am sure you are aware of it. 
This study goes into some of the ramifications of American investment 
abroad: The major contribution that that investment makes to other 
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economies, a contribution which is not adequately reflected in the total 
figures which we have just put in the record. 

“Mr. Vorys. Can we have the study left with us here ¢ 

Mr. Hays of Arkansas. Thank you, Mr. Kalijarvi. We have one 
other witness. I will ask Mr. Schaefer to come around, please. 


STATEMENT OF WALTER SCHAEFER, SPECIAL ADVISER TO THE 
DIRECTOR FOR FINANCE, INTERNATIONAL COOPERATION AD- 
MINISTRATION 


Mr. Scuagrer. Mr. Kalijarvi covered this subject very thoroughly 
and got pretty well into the field about which I was going to talk. 

We are particularly interested in the investment gu: iranty program, 
for which I have responsibility. 

We know quite definitely there has been an increasing interest in 
this program, which has resulted in many new investments abroad 
by private American enterprise. We have many specific instances 
wt people would not have gone abroad if they did not have the 
protection that we offer under this guar anty investment program. 

I would like to state definitely ‘with respect to expropriation, that 
as of the end of the year we had slightly in excess of $31 million of 
such coverage. 

In this instance we, of course, charge a fee for our service and have 
been quite successful in making a substantial profit to date, something 
in excess of $1.8 million. 

We find a continuing stream of American businessmen coming into 
our offices and making inquiries. I think the stimulation of interest 
in foreign investment is one of the things that this resolution wants 
to foster, although it doesn’t mention specifically the investment guar- 
anty program. 

We work this program in conjunction with certain funds that be- 
come available under Public Law 480. They will need local currency 
for indigenous purchases, for say lumber, cement, etc., and we coordi- 
nate these two programs in fac ilitating this foreign investment abroad. 

I think we are all aware of the fact that the Calvo clause is one of 
the great obstacles that we have in writing expropriation guaranties in 
Latin America. 

Mr. Vorys. What clause ? 

Mr. Scuarrer. Calvo clause. This Calvo clause is used quite gen- 
erally in concession contracts in Latin America, and the clause attempts 
to give local courts final jurisdiction and to obviate any appeal to 
diplom: itic intervention. 

Of course, our guaranty program might lead to Hague tribunal pro- 
ceedings where expropriation 1s involved. 

One of the gentlemen who has left asked some questions about the 
availability of funds for Americans and that available to foreigners. 
In our Pubhe Law 480 program we have made specific provisions in 
our loan contracts that provide that these funds that we loan from 
the sales of surplus agricultural commodities will be made available 
in an indiscriminate manner to the local private investors, friendly 
foreign private investors, and, of course, Americans. These funds 
can be very convenient because they enable the American to borrow 
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pesos and to pay pesos for indigenous purchases. It will unquestion- 
ably help the American investing abroad, because it obviates the ex- 
change risk that he would otherwise have to take with respect to such 
pure hases. 

There are many things that Mr. Kalijarvi spoke about that were 
included in my thoughts and there is no use repeating them. We are 
all out for the encouragement of private investment. <A large part 
of my effort is in that direction. 

Mr. Hays of Arkansas. If the committee finds it would encourage 
it, you would welcome it? 

Mr. Scuarrer. Anything that would encourage private investment 
abroad is highly desirable ‘and in line with our investment guaranty 
program. 

Mr. Sevpen. I would say, Mr. Schaefer, that the guaranty program 
that you are administering proves that overseas investments can be 
increased if reasonable assurances can be given against expropriation, 
nationalization, and confiscation. 

Mr. Scnarrer. There is one question I would like to ask. It deals 
mainly with semantics. We use the word “confiscation” or “expro- 
priation.” I notice you didn’t use the word “expropriation” in your 
writeup. I think there is a nice distinction. 

Mr. Sevpen. I think I did use it in my statement. I used all three, 
if I am not mistaken. 

Mr. Scnarrer. It is pretty largely on the question of confiscation. 

Mr. SevpeNn. I said, “It is generally agreed, however, that one of 
the principal deterrents to private investment in many areas is the 
fear that the investment will be either confiscated, expropriated, o1 
nationalized.” I think it is well to stick to the three of them. 

Mr. Hays of Arkansas. Mr. Vorys. 

Mr. Vorys. What is your total now of guaranties? 

Mr. Scnarrer. Expropriation is $31 million at the end of the year. 
We had a total of contracts issued, convertibility and expropriation 
combined, at the end of the year of $123 million. 

Mr. Vorys. You mean, the 31 is a part of the 123? 

Mr. Scuarrer. That is right; 92 with respect to convertibility and 
31 with respect to expropriation. 

Mr. Vorys. Have you made any under the new war-risk provision ? 
Mr. Scnarrer. You see, you first have to communicate with the 
governments, which we have done, to get them to agree to accepting 
this war-risk feature. I might be speaking off the record to a certain 

extent—— 

Mr. Hays of Arkansas. Let this be off the record. 

( Diseussion off the record.) 


STATEMENT OF CHARLES WARDEN, CHIEF, INVESTMENT GUAR- 
ANTIES STAFF, INTERNATIONAL COOPERATION ADMINISTRA- 
TION 


Mr. Warpen. Our present inquiries and applications for war-risk 
guaranties are in the rough order of $30 to $35 million. We have 
oneof a couple of million dollars which is in actual process. We 
have run into some complexities on the legal side of this.” It is a 
rather difficult kind of contract to work with. 
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Mr. Scuaerer. In this contract that we are working with the man 
couldn’t get the loan unless he got the war-risk insurance. That is 
a pretty ‘definite indication that the money would not be invested. 
[t isin Holland. He couldn’t get his loan from the bank if he didn’t 
vet. the war-risk coverage. That is a clear indication that this $2 
million that will be invested in Holland will be made because of that 
fact. 

Mr. Vorys. We were told that there was something like a couple of 
hundred millions of dollars of pending applications at the time of 
our hearings last summer, that there was in excess of $200 million in 
applications for investment guaranties. What is the situation now ¢ 

Mr. Warpen. Total applic: ations pending are in the order of $510 
million, which is a sum higher than the figures you had then. 

Mr. Vorys. It is practically doubled. 

Mr. Se.pen. It shows that interest there is to go overseas if they 
have some assurance that the property will not be taken. 

Mr. Vorys. On the $500 million, have you a sheet broken down to 
show the kinds of guaranties applied for 4 

Mr. Warven. If I am lucky, I have. I seemed to have picked up 
our September 30 report rather than the December 31 report. 

[t has been running in the approximate order of about one-third 
for expropriation and about two-thirds for convertibility. 

Mr. Vorys. If somebody comes in and wants all 3, they have 3 
premiums to pay; haven't they / 

Mr. Warpen. Yes, sir. 

Mr. Vorys. Is it still 1 percent on each / 

Mr. Scuarrer. One-half of 1 percent, one-half of 1 percent on each 
of the 3 risks, but you can insure your convertibility up to twice the 
umount. So it can go up to a 2-percent premium. The legislation 
permits it to go up to 4. 

Mr. Warpven. The maximum we would possibly collect at current 
rates is about 2 percent on investment, and it is running in a general 
order—depending upon the contracts—of about 1 percent. 

Mr. Vorys. Suppose a fellow came in and said, “I want war-risk, 
convertibility, expropriation.” ‘age would his premium be? 

Mr. Warpen. A minimum of 114 percent, when the contract is in 
full operation. 

Mr. Vorys. This is a tremendous increase in the interest shown by 
business in guaranties. It has all happened in the last 2 or 3 years. 
What explains that / 

Mr. Scuarrer. We have been talking it around. We have talked 
to the National Foreign Trade Council, and a-number of different 
associations. My associate here has talked with businessmen in vari- 
ous cities around the country. ‘There is a tremendous interest in this 
thing. I don’t think most people knew about it. They do know now. 
We never lose an opportunity to tell them. 

Mr. Vorys. Have you any figures on the guaranties issued by the 
Export-Import Bank? It is a different type of thing, but their cover- 
age is broader than ours that we provide in the Mutual Secur ity .\ct. 

Mr. Scuarrer. That is with respect to export credits, and things 
of that kind. We don’t happen to have those figures. They can be 
votten very easily, I think. 

Mr. Vorys. I think our staff can get them, anyhow. 

Mr. Scrarrer. The last quarterly report will show it. 

(Information furnished by EF xport-Import Bank :) 
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Mr. Hays of Arkansas. Mr. Carnahan. 

Mr. Carnanan. What is your ceiling of guaranties? How much 
can you guarantee ? 

Mr. Warpen. Up to $500 million. We have that authority. 

Mr. Carnanan. You have applications that would take that all up 
if they were all accepted ? 

Mr. Warven. That is correct. But there is a certain amount of 
water in these figures because the investment. projects may not always 
materialize. 

Mr. Setpen. What is the ceiling on any individual guaranty ? 

Mr. Warven. There is no ceiling. There is no limitation. 

Mr. Carnanan. About what percent age of your applications have 
you accepted or approved ? 

Mr. Warpen. Of the figures given in respect to the $510 million, 
we have given them a waiver of preliminary approval which will 
permit them to go ahead and perfect their investment. After that 
they come back and we reduce it to contract. 

Mr. Carnanan. What is vour figure of actual guaranties that you 
have at the present time? You have probably given that. 

Mr. Warpen. Approximately $130 million issued, as of now. 

Mr. Carnanan. Do you guarantee 100 percent against expropria- 
tion? 

Mr. Warpven. What we do is guarantee against a loss, the loss that 
might occur, against the book value of the property extent at that 
time. Assuming that the foreign government has paid 20 cents on 
the dollar of that value, we will make up the other 80 cents. 

Mr. ee That is all. 

Mr. Scruarrer. I might explain, however, with respect to the war- 

risk guaranties a at we had great difficulty in determining just what 
war risk meant. When you consider that the Korean action was called 
tu police : action and they lost more men than they did in the Revolu- 
tionary War, you can see our problem. Then we had to get down to 
this question to try to find out from every possible source just what 
we could build on. We found in our Government that there had only 
heen experience on waterborne traffic during the war. They did in- 
sure dwellings but there was no experience. We tried England, 
France, and Italy without getting anything substantial. We even 
found Lloyd’s doesn’t write this kind of insurance. When you con- 
sider the lowness of the premium and the period of time for which 
we will write this insurance, it is something quite unknown to in- 
surance people. They were amazed at the program. At any rate, 
we cee i we would only insure the physical property. 

Mr. Carwanan. To date, you have done quite well ? 

Mr. Scmarrer. Yes; and only to the extent of 90 percent of value. 
So the man self-guarantees his residual interest of 10 percent in the 
property. Even that is quite substantial. The program is just full 
of what the insurance man calls adverse selection, because people in 
the danger zones are interested and those in the peaceful zones are not 
interested. So there is no experience to goby. It isa very intriguing 
program. 

Mr. Carnanan. That is all, Mr. Chairman. 

Mr. Hays of Arkansas. Have you paid out anything? 

Mr. Scrarrer. Not a cent. We haven’t paid out a cent. That is 
really something. 
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Mr. Vorys. Could I put in a word to you gentlemen who are 
working on this adverse-risk business. For 9 years I have argued, 
in trying to get this war-risk coverage into the guaranty procedure, 
that we have bet about $ $55 billion that there “ain’t” going to be any 
war. I am just taking up the foreign-aid money. If we add our own 
$38 billion a year on defense, we are spending awfully big dough 
to guarantee that there “ain’t” going to bea war. If we can get some 
body to pay us a rer something by slicing up the guaranty to indi- 

vidual businesses, I don’t care how adverse the risk is, if we can get 
a little money back by making this guaranty, this tremendously expen- 
sive guaranty of deterring aggression, if we can get a little money back 
from individuals who want specific protection, I don’t think we are 
taking much risk. 

Mr. Scuarrer. We think the losses that might be incurred must be 
construed as part of the aid program. If you didn’t have these tre- 
mendous aid expenditures, you might have had offsetting expenditures 
for armament. 

Mr. Vorys. And if we have a war, the cost to this country is going 
to be so big that paying 90 percent on some building someplace is 
going to bea chickenfeed problem. 

Mr. Hays of Arkansas. Mr. Schaefer, we appreciate the contri- 
bution you and Mr. Warden have made to our understanding of the 
problem.- 

This concludes our testimony today. The committee had set up 
meetings tomorrow in order to hear statements from the Commerce 
and Justice Departments. I am told that they have no statement to 
make, I am a little at a loss to understand why the Commerce De- 
partment would not—Mr. Hill tells me that the Commerce Depart 
ment may make a statement. I hope they will. It seems to me they 
have a tremendous interest in this problem. 

In view of the fact, though, that we are already scheduling meet- 
ings next week, I think we should adjourn over until Tuesday. The 
subcommittee will stand adjourned until 10:30 next Tuesday morn- 
ing. 


(Whereupon, at 12:25 p. m., the subcommittee adjourned. ) 
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TUESDAY, MARCH 5, 1957 


Hovusr or REPRESENTATIVES, 
Ap Hoc SuscoMMITTEE ON House Jorn’ Resotwrion 160, 
OF THE COMMITTEE ON ForeIGN AFFAIRS, 
Washington, D.C. 


The subcommittee met, in room G-3, United States Capitol, at 10:39 
a. m., Hon. Brooks Hays (chairman of the subcommittee) presiding. 

Mr. Hays of Arkansas. The committee will be in order. First, ] 
would like to insert in the record the telegram from Mr. A. L. M. 
Wiggins, former president of the American Bankers Association : 


I strongly endorse House Joint Resolution 160 and its objectives in the interest 
of promoting world peace, international trade, and foreign investment. The 
tree flow of capital investment throughout the world by governments and by 
private capital requires the acceptance by nations of a standard of international 
morality and integrity with respect to foreign investments and the free flow of 
capital and earnings on such investments. The commission proposed in Joint 
Resolution 160 is an important vehicle that is designed to achieve an objective 
that is essential to world development and international peace. I regret that 
it is impossible for me to appear in person to advocate the adoption of this 
resolution. 


I also have a letter addressed to Chairman Gordon, commenting 
upon the resolution, signed by Hon. Sinclair Weeks, the Secretary of 
Commerce. I will ask that it be inserted in the record at this point, 
if there is no objection. 

(The letter referred to is as follows :) 


THE SECRETARY OF COMMERCE, 
Washington, March 1, 1957. 
Hon. TrromM AS S. Gorpon, 
Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington, D.C. 

Dear Mr. CHAIRMAN: Your letter of February 25, 1957, requested the views 
of this Department with respect to House Joint Resolution 160, a joint resolution 
to create a commission to study and make recommendations for the security of 
American foreign investments and the prevention of Claims against the United 
States. 

The joint resolution would establish a bipartisan public commission of 15 
members, a third of whom would be appointed by the President, a third by the 
President of the Senate and a third by the Speaker of the House of Representa- 
tives. The Commission would be authorized to consider and report on all mat 
ters relating to the policy of the United States affecting foreign investments of 
the United States and its nationals. In addition, the Commission would have 
the duty to consider and advise on certain more specific matters, the most impor- 
tant of which concern potential claims against the United States arising from 
such foreign investments and the advisability of establishing a uniform code 
of regulaticns of foreign investment to which the nations of the free wor'd would 
be encouraged to subscribe. Furthermore, the Commission's attention would 
be invited to the desirability of considering such matters as the laws of the United 
States and of foreign couitries pertaining to foreign investments, the statistics 
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on foreign investments and the instrumentalities both national and international 
for dealing with the problems of foreign investment, as well as the restrictions 
on, and the inducement necessary to encourage, foreign investment. 

Our consideration of the proposed resolution leads to the view that the sub- 
ject matter of the proposed inquiry can best be dealt with by executive considera- 
tion and to the extent that legislation is involved, by the regular processes of the 
interested committees of the Congress. In view of this, it would appear to me 
that the proposed commission is unnecessary. Accordingly, I cannot recommend 
the enactment of the proposed joint resolution. 

Public commissions of the character contemplated by the legislation before 
your committee are most useful when a fundamental review of Government 
policy is undertaken. No such review is necessary or desirable in the case of our 
policy toward foreign investment. 

The policy of favoring foreign private investment is a well established and 
understood part of our foreign economic policy. It has been reaffirmed by the 
Congress on many occasions, most recently in the Mutual Security Act of 1954, 
as amended, in a provision (Sec. 413 (a)) which originated in this committee. 
It has been reyiewed and reaffirmed by the Commission on Foreign Economic 
Policy (the Randall Commission) as part of its examination of our foreign 
economic policy. Under the circumstances, what is needed is not the funda- 
mental type of reconsideration which a public commission can give, but the 
continuous review and adjustment of investment policy to new conditions which 
is the continuing work of the executive branch in cooperation with the appro- 
priate committees of the Congress including your committee. 

An examination of the more detailed functions of the proposed commission 
brings me to the same general conclusion. These functions all fall within fields 
in which technical considerations predominate. The review of these problems 
can therefore best be undertaken by utilizing the expert staffs of congressional 
committees and the technicians in the several affected agencies of the Govern- 
ment. , 

Apparently the examination of the possibility of liabilities by the United 
States resulting from ownership by its nationals of facilities located abroad is 
conceived by the sponsors of the legislation as forming the most important part 
of the task of the proposed commission. This Department has no detailed 
responsibility in this field. The consideration and defense of the United States 
against such claims involve mixed questions of foreign policy and of international 
law which are primarily the concern of the Department of State. However, I 
am of course aware of the fact that it is the consistent position of the United 
States Government that while it accords diplomatic protection to the property 
of its citizens located abroad, it assumes no legal or moral liability for compen- 
sation arising out of damage to that property except where it enters into such 
specific contracts to indemnify against losses as, for example, are authorized 
under the investment guaranty program provided for in section 413 (b) (4) of 
the Mutual Security Act of 1954, as amended. 

This Department of course has a great interest in obtaining from foreign 
governments the greatest practical measure of agreement to accord fair treat- 
ment to the property of the Government and of our nationals located abroad. 
On first consideration, the type of multilateral agreement suggested for con- 
sideration in section 5 (b) (9) of the proposed joint resolution is attractive. 
However, on the basis of experience, I must express the strong conviction that 
under present circumstances an attempt to negotiate such a multilateral treaty 
would be unsuccessful and might militate against the continued success of our 
efforts to obtain satisfactory treatment for foreign investment by the negotiation 
of bilateral treaties of friendship, commerce, and navigation. 

Twice since the end of the war, the United States has taken a leading part 
in the attempt to reach a multilateral accord on the treatment of foreign invest- 
ment. The first such attempt was in connection with the negotiation of the 
charter of the then proposed International Trade Organization. The second was 
the so-cailed Bogota Charter resulting from the Inter-American Conference held 
in that city in 1948. In both cases the provisions relating to investment were 
so hedged around by conditions and reservations as to prove entirely unaccep- 
table both to the affected business interests and to the Congress. These exper- 
iences both yield the conclusion that there is too great a diversity in the prob- 
lems and policies of the governments of the free world to permit of their 
resolution in a single uniform code which will gain general acceptance. [or 
the present, all that can be achieved by multilateral negotiations in this field 
is a lowest common denominator unsatisfactory to all. 
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On the other hand, our attempts to negotiate satisfactory provisions for the 
protection of American investment abroad in conjunction with bilateral treaties 
of friendship, commerce, and navigation have achieved an encouraging measure 
of success since the war. Fifteen such treaties have been signed by this Govern- 
ment since the end of the war of which 8 have entered into force after ratifica- 
tion by this Government with the advice and consent of the Senate. The de- 
sirability of continuing this approach has recently been reaffirmed by the Con- 
gress in section 413 (b) (2) of the Mutual Security Act of 1954, as amended, 
2 provision which originated in this committee. Moreover, this bilateral ap- 
proach has also received the uniform approbation of the business community. 

Section 5 (b) (4) of the proposed resolution would authorize the commission 
to look into the laws and regulations of other countries relating to foreign in- 
vestment. As I believe this committee knows, the Department of Commerce 
attempts, within the limit of its resources, to keep informed about the laws, 
regulations, and practices of other governments in this field. As a matter of 
fact, in response to a provision which this committee inserted in section 516 (c) 
of the Mutual Security Act of 1951, amended, this Department undertook a 
study, part I of which dealt with the factors in foreign countries, including the 
legal factors, which tended to limit United States investments abroad, The 
Department, moreover, has the function of keeping the business community 
informed about the laws, regulations, and practices of other governments in this 
field. In this connection, the Department has published a number of country 
handbooks describing, among other things, the legal and governmental conditions 
affecting investment in the countries under consideration. Moreover, our less 
elaborate publications dealing with the establishment of business in most of the 
important countries of the world deal with the same type of question in some- 
what less detail. In our weekly publication, the Foreign Commerce Weekly, 
we make known to our subscribers, on a current basis, the changes occurring 
in such laws, regulations and practices. While I believe the committee’s staff 
is familiar with these publications, I shall be glad to make copies available 
to you if you so desire. 

Of course, the detail in which we undertake this type of work and the fre- 
quency with which we issue publications depend upon the resources that are 
available to us in the light of competing claims upon our personnel. The ques- 
tion of the adequacy of our efforts, however, and the desirability of their expan- 
sion can be better dealt with by consideration of these issues by the Budget 
Bureau and the appropriations committees of the House and the Senate rather 
than by a public commission of the type contemplated by the proposed resolution. 

Similar considerations apply in the case of the statistics of foreign investment 
referred to in section 5 (b) (5) which are also the responsibility of this Depart- 
ment. A recent United Nations study, after calling attention to the inadequacy 
of statistics in this field, states that the United States statistics are the most 
nearly adeanate. 

In the field of foreigu investment we undertake three types of statistical 
study. In connection with our quarterly and annual balance of payments esti- 
mates we of course make estimates of capital flows and of the remittances of 
earnings. As of 1950 we undertook. a census of United States private invest- 
ment abroad. Occasionally, we are able to make special statistical studies in 
this field such as for example the recent study on the Role of United States 
Investments in the Latin American Economy, which was published in our Survey 
of Current Business for January of this year. 

Since the quarterly and annual estimates of capital movements are based 
on voluntary and incomplete reports, it would be desirable in order to obtain 
the desired detail for this Government to undertake as part of its regularly 
recurring program periodic and comprehensive censuses of the 1950 type. Per- 
haps under present circumstances, with such rapid change taking place in the 
extent and composition of our foreign investment, it would be desirable if such 
regular censuses could take place every 5 years. Two types of consideration 
both of which are of basic interest to the Budget Bureau and the appropriation 
committees must be considered before any such program is undertaken. These, 
of course, involve the question of the amount of resources which can be given 
to improving our statistics in this field in the light of competing claims upon 
the national budget and the frequency with which it is desirable to call upon 
the business concerns to furnish us with the necessary informs:tion. 

Similar questions must be considered before any determination eould be 
made to undertake additional special studies of the type of our recent report 
on Latin American investments. Our statistics in this field can be improved 
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only at additional cost to the Government and by imposing additional report- 
ing burdens upon business. 

Since I cannot see how the proposed public commission could throw additional 
light on any of the matters discussed in this report, I must recommend against 
the enactment of the proposed joint resolution. 

The Budget Bureau has authorized me to state that it has no objection to the 
submission of this report to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, Secretary of Commerce. 

Mr. Sexpen. Mr. Chairman, could I ask a question ? 

Mr. Hays of Arkansas. Yes. 

Mr. Setpen. Would it be possible for the Commerce Department to 
send someone down to make a statement so we, the members of the 
committee, could have the opportunity of asking them some questions, 
particularly since the report is unfavorable / 

Mr. Hays of Arkansas. Would you like to have that done? 

Mr. Sevpen. I would like to have it done. 

Mr. H onal Arkansas. I was going to suggest that perh: aps Mr. Hill 
might convey that request. I won't ‘do it unless the committee wants 
it done. 

Mr. Vorys. I received a copy of the letter. It is rather complete in 
itself. It seems to me that the letter is attempting to comply with the 
request of the committee that the Department give its views on the 

resolution. They have already done that. Unless there is some addi- 

tional information or viewpoint that we want, I wouldn’t see much 
point to calling in somebody here. What would we askthem? I want 
to cooperate in every way that I can, and I know they would, too, but 
if You start asking questions as to how they stand on the resolution, 
they will answer, “Well, since you ask our opinion, we are opposed to 
it.” Why?! “For the reasons we stated in our letter. 

If it is just to have a rehash of the information that is contained in 
the letter—I don’t know whether all the members of the committee have 
absorbed that—I don’t see where we would get anywhere. 

Mr. Sevpen. Mr. Chairman, I feel that since the Commerce Depart- 
ment that deals with this has issued an adverse report, the committee 
members should at least have a chance to question the representative of 
that Department. I think they were requested to testify. 

Mr. Hays of Arkansas. You want to cross-examine the spokesman 
for the Department / 

Mr. Sevpen. I would like to. 

Mr. Hays of Arkansas. Let’s reserve the decision until we have an 
executive session. 

The first witness this morning is Gen. Julius Klein. Weare glad to 
see you, General. General Klein, we appreciate your presence here and 
will be interested in your views on this resolution. You may proceed 
as you wish. 


STATEMENT OF MAJ. GEN. JULIUS KLEIN (RETIRED), 
CHICAGO, ILL. 


General Kier. I am Julius Klein, of Chicago. It was my privi- 
lege to serve as consultant to the Appropriations Committee of the 
United States Senate; also, my privilege to have been one of the 
advisers of the late Senator Robert A. Taft. And I might add here 
that I am a practicing Republican. 
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Mr. Vorys. General, I think you had some additional history in 
Washington that the committee would be interested in. 

General Kern. It was my privilege to act as assistant to the late 
Secretary of War, Robert Patterson. I have been called several times 
to serve the Government in various missions. I am a so-called citizen 
soldier, but an old newspaperman, having spent many years abroad. 
I was educated abroad, and helped the Government under the admin- 
istration of Mr. Truman in the unification program of the Defense 
Department legislation to bring about establishment of the Depart- 
ment of Defense, to finally coordinate the Army, Navy, and Air 
Forces, and I feel that I am somehow competent to discuss the matter 
before you. 

It was my privilege to serve Gen. Douglas MacArthur, not only as 
a combat commander but also as one of his advisers. I had a mission 
a few years ago for the State Department (the Bureau of ae a- 
tion), and for Senators Taft and Bridges. I think my record i 
known and established here in various hearings before the Congress. 

Mr. Hays of Arkansas. It is, General. It is a distinguished record. 
I am glad Mr. Vorys asked you to supplement your statement. 

General Kier. Thank you, sir. Gentlemen of the committee, be- 
cause it is customary to present a written statement in order to be very 
brief, because I do know you have more important things to do than 
to listen to speeches, especially when you receive a written statement, 
but any questions that you desire to put to me I shall be pleased to 
answer. 

I desire to thank you, Mr. Chairman, and your colleagues for this 
opportunity to comment on the resolution introduced by the distin- 
guished Congressman from Alabama, Mr. Selden. 

In my opinion, your committee is dealing with an issue that has 
the greatest significance for our national security. Congressman 
Selden’s resolution proposes a study that will lead to recommenda- 
tions for the security of American foreign investment. But what is 
really at stake here is the fabric of our national defense against the 
economic hot war being waged against us by Communist imperialism. 

During the Stalinist era in Soviet Russia we were quick to react 
with force of arms against Communist military aggression. We can- 
not afford to be any less prompt in coping w ith the politico-economic 
warfare. Stalin’s heirs are continuing against us with mounting 
intensity. 

It is basic to our national philosophy that the institutions of pri- 
vate property and free private enter prise are indispensable to human 
dignity and personal freedom. This is the central issue being fought 
out between the United States and her Communist enemies in the 
new nations of Asia and Africa. Some of these nations have not yet 
made final commitments. There is still time for the United States 
to help the leadership of these countries build the kind of economic 
institutions that will enable their nations to find their way toward 
freedom and self-reliance. But time is running out. We are near- 
ing the midnight hour. If we fail to make proper and judicious use 
of the great resources at our command—both public and private— 
the hour of decision will have come and gone and we will have lost 
the hidden war that is being fought against us by the Communist 
empire. 
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Foreign trade and investment by American private capital are key 
elements in this country’s national security structure. They are essen- 
tial underpinnings in our efforts to maintain high levels of economic 
security in our own communities. They are of the first importance in 
helping to raise the living standards of countries whose economic 
development has lagged. 

Weare talking here about great areas of the world that have recently 
emerged from years of colonial rule. These areas take in new sov- 
ereignties that have become priority targets for the master planners 
of the Communists’ design for world conquest. But I think it would 
be useful to take a clear-eyed look at whom we are talking about. 

Long-standing dogma surrounding our Government’s programs of 
economic aid and technical assistance to these countries has created 
an impression that the American taxpayer has been a generous big 

brother to impoverished millions in the underdeveloped areas of Asia 

and Africa. The generosity of the American taxpayer is not debat- 
able. But a continuing quest ion before you gentlemen in Congress has 
been the extent to which this philanthropy can be sustained without 
bringing our own economy to its knees. 

United States aid to governments should be designed to establish 
political stability which, in turn, would provide similar stability and 
sanctity for private investment. Thus many people would receive 
major benefits such as jobs, new skills, and higher incomes. Beneficial 
government aid can develop only if accompanied by private invest- 
ment. T herefore, the alliance between Government money and private 
investment is essential to a balanced assistance program and in effect- 
ing this alliance measures for sanctity and proten tion of private funds 
are essential. Giveaway programs alone are a waste of money because 
the backward nations lack the know-how to promote enterpr ises, run 
factories, and train labor forces. Therefore, real emphasis should be 
placed on private foreign investments and their sanctity and not on 
Government aid alone. In brief, the United States Government and 
American capital should enter into a business-Government partnership 
for world peace and prosperity to do a job which neither can do alone. 

Another—and no less pertinent question—has been raised by my 
good friend, Mr. J. Anthony Panuch, a former Assistant Secretary 
of State and long a distinguished public servant. 

Mr. Panuch was not only former Assistant Secretary of State, but 
he was the adviser to Gen. Lucius Clay during the days of the army of 
oecupation when we had the military government in Germany. 

In the March-April 1957 issue of the Harvard Business Review, 
Mr. Panuch calls on us all to make a clear and realistic distinction 
between the presumed beneficiaries of American governmental aid 
programs and the actual recipient of this assistance. The facts bear 
him out, as I learned for myself when I had the privilege of conduct- 
ing a study mission abroad some 2 years ago at the request of the Senate 
Appropriations Committee. For all our immense expenditures, great 
masses of people continue to lack the basic necessities of existence. 
Our money has gone to the relative few who occupy the upper political 
rungs in the new sovereignties. 

Who are they? . 

They are the intellectuals and the professionals who lived in a fer- 
ment of frustration and protest when their countries were under 
colonial rule. They are the people who were singled out for special 
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attention by the Communist internationale. At their best today, they 
are the leading spokesmen for neutralism and the spreading African- 
Asian doctrine of so-called nonalinement. They are the most ardent 
exponents of the school that urges a channeling - all economic aid to 
less developed countries through the United Nations. Unless the 
United States is prepared to translate its principle into action, we 
must expect that these leaders of the new nations will be highly sus- 
ceptible to socialistic concepts. 

The United Nations has its virtues. It has demonstrated its use- 
fulness as an instrument of negotiation. But we cannot get away 
from the hard fact that it is a divided house. If it was useful in stop- 
ping Egypt’s seizure of the Suez Canal from erupting into a general 
war, it was also helpless to prevent the Egyptian seizure of the canal 
in the first place. Noone who looks at the United Nations realistically 

‘an seriously contend that it can be relied on to check the growing 
attacks on private property rights that we in the United States con- 
sider fundamental to any sy stem based on respect for the rights and 
freedoms of the individual. The United Nations has been gr rappling 
for some time with a declaration of human rights. It has yet to adopt 
a clear, unmistakable statement in support of one of the more basic 
principles common to the free nations of the West—the principle of 
sanctity of private property. It, therefore, remains for the western 
nations to assert this prine iple independently. 

One meaning of Mr. Selden’s resolution to me is that it calls on the 
United States to assume world leadership in restoring respect for the 
sanctity of contract—for the right of men to profit from the fruits of 
their labor and initiative and be secure in their property rights. 

This is the essential precondition to any effective mobilization of the 
total economic resources of this country if we are to check and over 
come the massive economic challenge thrust on us by aggressive com- 
munism. We cannot hope to meet this challenge with the economic 
giveaway programs of yesteryear. Communism’s absolute control 
of the finance and means of production at its command rules out any 
counteroffensive based in the main on an expansion of Government 
spending by the United States. The answer lies in a complete re- 
shaping of our national policy. And this policy must ac hieve a real- 
istic corelation between our governmental resources and the resources 
of our private-enterprise system. 

American private investment abroad today is close to $29 billion. 

Direct exports of United States products for 1956 were estimated 
at 16 billions against imports of 13 billions. Annual sales from 
American-owned subsidiaries, branches, and affiliates around the 
world are about 30 billions yearly. But while 2,200 American com- 
panies have invested abroad, 93 percent of all our foreign investments 
are held by only 443 of these companies. With the exception of Can- 
ada, the total foreign investment of American companies overseas rep- 
resents only 5.3 percent of their United States assets. 

I cite these figures to show that there is plenty of room for our 
private-enterprise system to enlarge its contribution to the defense of 
human freedom against Communist economic aggression. But that 
contribution can only be brought into play if we have the courage to 
create the conditions which will make it possible. We would not think 
of sending an American soldier into battle without providing him with 
all the armor we can give him to shield him from enemy bullets... We 
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owe no less an obligation to those we can call on to man our economic 
battlelines. 

Some steps have been taken. They have been faltering steps, but 
they have at least served to chart a path. We have negotiated some 
bilateral agreements under which signatory countries have agreed to 
afford American investors the same protection for their private in- 
vestments that are available to domestic private capital. I believe 
this committee can serve of vital interest to our national security by 
recommending the extension of this bilateral concept into American 
leadership for the adoption of a multilateral system of investment 
protection. 

This committee is aware of the growing trends toward arbitrary 
confiscation of private property in a number of foreign countries. 
Nasser’s seizure of the Suez Canal was blueprinted by earlier con- 
fiscations in such countries as Iran and Guatemala. The time to 
call a halt isnow. We have before us the opportunity to lead the way 
toward a rebirth of international morality and justice. 

The best guidepost we can give to those countries that want to live 
and prosper in freedom is a firm and unmistakable restatement of his- 
toric American principles of respect for the rights of the individual. 
In my judgment, United States advocacy of a multilateral agreement 
for the protection of private foreign investment would reaffirm our 
principles eloquently and effectively. It could bring a new unity and 
purpose to the family of free nations. It could materially enlarge 
the role of our private enterprise system in helping to meet the needs 
of the less developed, uncommitted nations in an atmosphere of mutual 
security and confidence. This committee can play an important role 
by recommending that the State Department support a multilateral 
system for investment protection. Such a system could greatly facil- 
itate the conduct of American foreign policy in the uncommitted 
nations. 

It may be of interest to this committee to know that our friends in 
Europe have already indicated they would welcome our leadership. 
West Germany’s distinguished financial leader, Mr. Hermann J. 
Abs, has proposed establishment of a Magna Carta for sanctity of 
private investment. This idea has gained “wide acceptance in Great 
Britain, France and other free nations in Europe. There is no doubt 
in my mind that Mr. Abs’ concept has created a climate in Europe 
which needs only American leadership to bring about a unified free- 
world movement in the direction of establishing firm and binding 
safeguards for the rights of private foreign investors. 

I earnestly hope this committee will grasp the opportunity that lies 
before it. It is an opportunity to turn the tide of the economic war 
with communism. It is an opportunity to bolster our chances for na- 
tional survival. 

This resolution calls for the appointment of a commission which 
would consisi of representatives of the executive branch and the two 
Houses of Congress. I think this Commission could do a lot to 
bring about the result that we all desire, namely, sanctity of private 
investment and private property. Thank you very much for the 
courtesy of listening to me. 
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(The following article was submitted by Gen. Klein for inclusion in 
the record :) 


{From Harvard Business Review, March—April 1957] 


A BUSINESSMAN’S PHILOSOPHY FOR FOREIGN AFFAIRS 


Americans, businessmen included, tend to entangle themselves in ideologies when 
they think about international policies. We must free ourselves from these 
shackles and adopt a realistic and hardheaded approach. 


By J. Anthony Panuch 


Businessmen traditionally have supplied leadership in the fields of public 
policy that relate to production, procurement, administration, finance, and similar 
types of endeavor. Their forte, with dimensions that expand and diminish in 
response to political and social conditions, has been in domestic affairs. Except 
for matters like the tariff, which carry a heavy economic impact, business com- 
petence has not generally been considered a qualification for the fashioning of 
foreign policy. 

But great changes have been forced on us by the rushing tides of history. No 
responsible citizen can divorce himself from consideration of international pro- 
grams today. Our so-called businessman’s government has been confirmed in 
power, at least on the national level, by President Eisenhower’s reelection, and 
its most crucial tests lie in the area of foreign policy. If the business community 
is to turn in a successful record during these years of direct political power, it 
must be at least as effective in dealing with matters international as it is with 
those of a domestic nature. 

Thus, top businessmen are being called today to play a major role in the 
formulation and implementation of foreign policy. 


CONFLICTING VIEWPOINTS 


But businessmen, wishing to take more responsibility in foreign affairs, find 
themselves severely handicapped by a burden that has bogged down the effective- 
ness of United States international policies for many years. We have labored 
under the weight of a continuing conflict between two ways of looking at foreign 
affairs. One can be described as a philosophy of enlightened national self- 
interest; the other represents a composite of ever-shifting ideological objectives. 


The sway of ideology 


Ideologies vary with the times and the temper of public opinion. They may 
be primarily altruistic, or they may simply be dressed in moral clothing to make 
them acceptable. But, whatever their nature, they get in the way of sound, 
rational foreign policy planning and execution. 

We do not have to look hard to find examples in our history, recent as well as 
remote. For instance, fresh in our memory is our avowed wartime purpose: 
to root out fascism wherever found, of which Germany, Japan, and Italy were 
deemed to be the primary carriers. And “fascism” included all of the forces— 
monopolistic capitalism, cartelism, imperialism, colonialism, nationalism, and 
militarism—which, according to the ideology of those years, caused or directly 
contributed to economic depressions, military aggression, and war. Thus the 
war was not fought merely to achieve the military defeat of our enemies; it was 
fought for a host of other purposes. As Winston Churchill was wont to com- 
plain, ideological considerations held by the United States shaped many allied 
military decisions. 

Specific policies which grew from our ideological approach during the war— 
insistence on unconditional surrender, the spell of overidolization of the Soviet 
Union, the “Morgenthau plan” fiasco—all combined to create a chaotic situation 
in Europe, which we have been desperately trying to straighten out ever since. 

Immediately after the war, we sought a “return to normalcy,” behind a sup- 
posed shield represented by the United Nations. Our precipitate demobilization, 
the sudden closing-down of lend-lease, our attitude of “the job’s done” were 
observed with amazement by our allies, who were far more conscious than we of 
the extent to which our “enlightened self-interest’ demanded a well-informed 
and purposive United States leadership of the free world against an ever-expand- 
ing Soviet imperialism employing the techniques of revolutionary subversion, 
backed by a mighty war potential, as instrumentalities of world domination. 
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Realistic adjustment 


In the field of foreign affairs, policy is almost synonymous with strategy. It 
denotes a course of conduct based on considerations of national self-interest, 
which presupposes employing expediency wherever necessary or appropriate. 
This has been and is the accepted meaning of the term “policy,” as applied by 
nations to the conduct of their foreign relations, ever since the time of Aristotle. 

There are those who portray Government as the champion of policy (in this 
sense) against a hostile and mobilized public opinion clamoring for a course in 
foreign affairs based on popular ideology.’ Passing for the moment the ac- 
curacy of this assumption, on which I shall comment later in this article, I 
See no sound reason why policy should be incompatible with a basic and ra- 
tional ideology, any more than that such an ideology should not be accommo- 
dated to enlightened national interest. There need be no chronic and insoluble 
conflict between long-run self-interest and rational ideology, but only between 
those who want the Government’s action decisions to proceed arbitrarily on one 
basis, without regard to the legitimate claims of the other. 

Why aren’t businessmen particularly adapted to take the lead in making the 
necessary adjustments—to move toward a more realistic or, if you will, more 
businesslike view of foreign affairs? It is the same kind of adjustment they 
must make every day in domestic operations. Certainly this would seem to be 
the way out of the confusion caused by the welter of ideological considerations: 
to develop and support a policy based on national self-interest, where basic 
ideology inevitably comes in as a long-run goal but is not the determinant of 
each immediate action. 

To apply this approach to an issue of particular significance to businessmen— 
and well within their field of specialty—let us take a more detailed look at 
foreign aid, which currently is under vigorous discussion. 


HIGH STAKES 


It is in this sector of foreign affairs that men of business are presumed to 
have solid knowhow, in contrast to the more theoretical economics of those who 
dominated the Roosevelt and Truman administrations. The shaping of a 
foreign economic policy which capitalizes on American industrial power as the 
creative and organizing force of free world economic development should be the 
businessman’s “meat.” 

And certainly the stakes are high. What happens to the national independence 
and economic viability of those nations emerging from the ashes of the British, 
French, and Netherlands empires is crucial to our economy as well as to 
our peace. If the Kremlin fills the political, military, and economic vacuum 
created by the liquidation of former colonial regimes, the Sino-Soviet coalition 
will have moved from its present domination of the European “heartland” to 
total control of the “world island” of Eurasia. 

Then, if that day comes, the Middle East oil will be lost, and Western Europe 
and Britain will have fallen under Moscow’s iron-fisted rule without a shot 
being fired. We shall be isolated in the Western Hemisphere, “washed up” 
as a military power, cut off from the markets and raw materials of Europe, 
Africa, and Asia. It will be too late then for any “agonizing reappraisal” of 
our foreign policy. 

Soviet strategy 

Cardinal tenet of Soviet strategy for the destruction of western capitalism 
is the preemption of its markets and raw material sources through colonial 
revolutions. The doctrinal training of Soviet leadership—be it Stalin, Molotov, 
Khrushchev, or another—has never changed. Each intuitively looks for the 
relationship of political, military, psychological, and economic factors in every 
diplomatic situation. This conceptual approach to foreign policy combines 
flexible tactics and inflexible purpose. 

Since World War I, Soviet propaganda has relentlessly indoctrinated the 
minds and skillfully inflamed the emotions of the colonial peoples—particular), 
the native intelligentsia—against European imperialism and colonialism. If 
we are not careful, we shall fall heir to its legacy of hate. 

No amount of diplomacy, no amount of Voice of America broadcasts, no 
amount of money, propaganda, or public relations slogans on our part can undo 





1See Louis Halle, Strategy Versus Ideology, the Yale Review, autumn 1956, p. 1. Mr. 
Halle was formerly a member of the Department of State nlanning staff and is currently 
visiting professor at the School of International Studies in Geneva. 
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the cumulative impact of what, in the vernacular of the advertising fraternity, 
can only be described as a “snow job.” 


United States opportunity 


For American industrial statesmanship this is an opportunity of historic 
significance. Our managerial capitalism has the power to frustrate the Krem- 
lin’s strategy by energizing the economic development of the former colonial 
nations. But market and profit incentives can never do the job alone. There 
must be a higher motivation. Our industry overseas must become the symbol 
and carrier not of a dollar imperium but of human values and of hope to 
peoples emerging into a chaotic world from centuries of colonialism. 

But American industry cannot embark on a messianic venture of its own. 
What is needed is a working partnership between Government and industry; 
the correlation of a realistic policy of foreign economic aid based on an enlight- 
ened national self-interest with a massive expansion by industry of its overseas 
trade and its direct investment. 

If such a partnership is to be effective, some things will have to happen soon: 

The administration must first resolve the continuing conflict between a 
foreign policy based on enlightened national interest and one rooted in 
ideological considerations, as reflected in this particular issue. 

Next, the administration’s foreign economic-aid program must be so con- 
ceived and administered as to establish the solid foundation required to 
justify direct investment by industry. 

Finally, the Government must facilitate industry’s ability to mobilize 
capital for foreign investment. 

With this general statement as background, let us consider the problem in 
each of its various parts: current programs, the needs of underdeveloped areas, 
resolution of the ideology-interest conflict, and a proposed program, 


POWER IN ACTION 


One measure of our present “power in action” is the dollars that American 
industry has invested and committed abroad: 

Total corporate investment abroad today runs close to $20 billion, plus 
portfolio investment of another $9 billion. 

Direct exports of United States products for 1956 are estimated at $16 
billion, against imports of $13 billion. 

Annual sales from American-owned subsidiaries, branches, and affiliates 
spread around the globe ru nto $30 billion annually. 

Earnings from direct investments of American corporations abroad run 
in the neighborhood of $3.5 billion a year—an average return of 15 percent. 

This multi-billion-dollar United States stake in foreign trade is more than 
the annual gross national product of the United Kingdom, It is twice the size 
of the annual gross national product of Canada, or that of India with a popula- 
tion double that of the United States. 

Contribution to stability 

The sheer weight of the contribution which American oversea investment 
makes to the stability of foreign economies and to their levels of employment 
is dramatically illustrated by recent statistics from Britain. In 1954 American- 
owned companies and companies jointly owned by American and British in- 
terests manufacturing in the United Kingdom produced £500 million of goods 
and Britain as against £140 million of American commercial exports to Brit- 
ain—a ratio of better than 3 to 1, reversing the pattern existing before World 
War II. 

There is one drawback to this picture. The pattern of United States over- 
seas investment has always been highly concentrated by (a) geographical area, 
(b) type of industry, and (c) type of investor. Thus, the present direct invest- 
ments of United States companies overseas—some $19.2 billion—are largely 
concentrated in Latin America and Canada. It breaks down this way: 

Canada, $6.5 billion. 

Latin America, $6.7 billion. 

Western Europe, $3 billion. 

Middle East, $1 billion. 

Africa, $755 million. 

Australia and New Zealand, $536 million, 
Philippines, $226 million. 
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India, $96 million. 
Other, $240 million. 

A small number of American companies hold the bulk of our direct investments 
overseas. Out of 2,200 companies classified as “investors” by the Office of Busi- 
ness Economics of the Department of Commerce, some 4438 account for 93 percent 
of the total. Even for these companies, total foreign investment (outside 
Canada, which is not regarded by them as “foreign”) is only 5.5 percent of their 
United States assets.2 Any substantial increase in direct overseas investment 
must come from this source. 


Economic and social impact 


Though the investor pattern of the bulk of American capital overseas is con- 
centrated, its impact on foreign economic development and trade is diversified, 
ranging from the near-billion-dollar stake of ARAMCO in the Middle East to a 
small business-ink manufacturing project of $1,750 in the Netherlands. But the 
overall trend is to expansion: 

American & Foreign Power is scheduled to spend $500 million during the 
next 10 years in 11 Latin American countries to meet local power demands. 

Ford has a $500 million foreign expansion program. Goodyear, Goodrich, 
and Firestone are building tire plants in the Philippines. 

United States Steel is spending $170 million to develop Cerro Bolivar, a 
mountain of iron ore in the Venezuelan jungle. 

In addition, Heinz, Burroughs, General Motors, National Cash Register, Singer 
Sewing Machine, International General Electric, Westinghouse International, 
Sears, Roebuck, International Business Machines, Olin Mathieson, Coca-Cola, 
and Pepsi-Cola are a few of the typical big American companies operating abroad. 

The economic and social impact of these operations on foreign economic de- 
velopment is spectacular. Taxes and royalties have built up foreign resources, 
The Canadian economy has been expanded significantly. American oil opera- 
tions in Venezuela have given that country a balanced budget, large gold reserves, 
one of the world’s hardest currencies, and the means to launch a billon-dollar 
program to modernize her economy. Since the turn of the century the contribu- 
tions of firms like W. R. Grace & Co. to the economy of Peru, and Firestone to 
that of Liberia, have become legendary. 

Our manufacturing operations overseas make products available for local 
consumption that otherwise would have to be bought with scarce dollars, or 
perhaps would be unavailable altogether. They open the door to the lucrative 

Jnited States market for goods manufactured abroad. Sales of this type in 1955 
made up 25 percent of American imports of $11.5 billion. 

Such operations furnish local employment and develop trained technicians and 
skilled labor. While observing existing wage patterns, they provide “extras” 
through modern working conditions, cafeterias with food at cost, medical facili- 
ties, health and retirement programs, on-the-job training. The vast bulk of 
employees on these jobs are foreign nationals. American companies have built 
houses, roads, dams, and power stations, and have improved living standards 
wherever they have gone. 

COMPLEX PROBLEM 


The underdeveloped nations of the world lack the financial resources with 
which to finance growth; this is the problem as it is usually conceived. But of 
course they also lack something else even more important—managerial and 
entrepreneurial personnel who are capable of promoting and conducting modern 
enterprise. 

The class structure of such countries usually consists of a top layer of native 
colonial intelligentsia (civil servants, lawyers, doctors, professors, clerks) and a 
middle class of small merchants and traders. Illiterate masses make up the 
rest. Even assuming the existence of basic facilities, capital without industrial 
managerial and entrepreneurial talent cannot be effectively absorbed. 

So in considering how to fill capital requirements we must think in terms of 
what kinds of capital as well as how much. 


2U. S. Office of Business Economics, Department of Commerce, Direct Private Foreign 
Investments of the United Stutes, Census of 1950 (Washington, Government Printing 
Office, 1953), pp. 48-49. 
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Capital requirements 


From all western sources, both public and private, underdeveloped countries 
are now receiving a capital flow of $1.1 billion annually, most of it from the 
United States, broken down as follows: 

United States private investment (net), $500 million. 
United States mutual security program, $415 million. 
World Bank, $98 million. 

Export-Import Bank, $72 million. 

Western Europe (publie and private), $50 million. 

Again assuming the existence of basic facilities, underdeveloped areas can 
absorb around $500 million more capital, outside of technical (United States- 
U, N.) assistance, which really is not capital. To do them any good industrially 
it must be risk capital, accompanied by industrial and technical know-how ; 
and it will have to come mostly from the United States if at all. In other words, 
the need is for direct investment. 


Roadblocks to investment 


Ten years’ experience since World War II indicates a number of deterrents 
to direct investment overseas. Serious, but hardly insuperable, are road blocks 
like these: 

Foreign Exchange.—Inconvertibility of currency, exchange controls, multiple 
exchange rates, control of capital movements, limitations on remittance of 
profits, and export-import quotas are the chief restrictions in this group. But they 
are expected to relax with the expansion of trade and an eventual easement of 
trade barriers. Further, the Administration has a program of insurance against 
convertibility hazards. 

Political Climate.—Most important and most widely publicized of the obstacles 
to direct investments in underdeveloped countries is the matter of a political 
climate hostile to foreign investment. This problem has been aggravated by 
the tendency of industry and the public to confuse 2 fundamentally different 
aspects: 

A discriminatory hostility to foreign investment as such, e. g., Egypt which 
is now moving to Egyptianize British and French enterprises within its 
borders. 

Nonacceptance by the foreign government of the institutions of private 
property, private enterprise, private investment, that is, communist countries 
like the Soviet Union, Red China, and Yugoslavia. 

This is a crucial distinction. A policy hostile to foreign investment, bya 
country in which the right of private property is recognized, can always be 
modified by the processes of diplomacy and made the subject of investment treaty. 
On the other hand, no amount of diplomacy and no investment treaty can obtain 
a property status for foreign investment when the local government is based on 
state ownership of all property. This is not a matter of policy. It is a matter of 
polity, i. e., the very essence of the foreign country’s form of political and gov- 
ernmental organization. 


Heonomiec substructure 


A more fundamental deterrent stems from the fact that most underdeveloped 
areas in the early stages of economic development require basic facilities such 
as roads, docks, bridges, water supply, irrigation, housing, and sanitation, with- 
out which there can be no satisfactory agricultural and industrial development— 
much less any private investment. 

This substructure requires relatively little in the way of capital goods or techni- 
eal assistance from abroad. It does require large amounts of manpower and 
materials available locally. Present programs place too much emphasis on 
industrial development, and too little on the financing (local or foreign) of the 
substructure without which technical assistance and capital from abroad 
eannot be effectively absorbed. 

Note how a realistic appraisal of needs, unclouded by ideology, clarifies the 
kind of action called for. Thus foreign aid from Washington should go primarily 
to financing the economic substructure—since capital requirements must be met 
by private investment (not foreign aid) ; but investment depends on the building 
of the substructure, which calls for public funds like foreign aid (not private 
investment). 

CURRENT PROGRAMS 


Let me point out imediately that in our current programs we already have most 
of the necessary parts of a potentially sound foreign economic policy. 
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Careful study 


As followed by the Eisenhower administration, our policy is the result of a 
careful study and report by the Commission on Foreign Economic Policy under 
the chairmanship of Clarence B. Randall. Created in 1953, the commission’s 
mandate was: 

“To examine, study, and report on the subject of International Trade and its 
enlargement consistent with a sound domestic economy, our foreign economic 
policy and the trade aspects of our national security and total foreign policy, 
and to recommend appropriate policies and measures.” * 

In its report, the commission stressed the hostile investment climate in certain 
feorign countries, and emphasized that: 

“Countries desiring to attract capital must provide a secure legal status for 
private capital and enterprise, domestic as well as foreign.” * 

Reinforcing the approach of the Randall Commission, a distinguished com- 
mittee of business leaders in its report, on December 22, 1954, to the Senate 
Committee on Banking nad Currency, concluded: 

“No desirable and sustainable pattern of international finance can develop 
unless concerted action is taken to reestablish private long-term capital flows as 
the principal cornerstone of national business. 

“Government lending can most effectively contribute to the development of a 
desirable and sustainable system of international finance if * * * it provides 
for maximum participation by the private sector.” ° 


Concerted action 


Within the framework of these recommendations, the administration launched 
a program of concerted action in conjunction with private capital in two fields 
of capital financing where the needs were critical: (1) to provide medium-term 
to long-term financing of American exports of income-producing goods, and (2) 
to establish a sound capital base in countries where United States business must 
operate. 

It has sought to meet the problems of inconvertibility of currencies through 
policies designed to enlarge trade and thus to increase the availability of dollar 
exchange to foreign countries. It has inaugurated a modest program of insurance 
against inconvertibility of profits and capital investments abroad. 

To supplement the work of the World Bank in the field of economic develop- 
ment, the administration has participated in the formation of the International 
Finance Corporation. The role of the IFC is to move risk capital into under- 
developed areas by accepting the debt obligations of privately initiated projects. 
IFC will have a capital of $75 million of which the contribution of the United 
States is $35 million. 

CLIMACTIC DISPUTE 


But we are still held back by the conflict between ideology and national 
interest. Ever since Worid War II this has expressed itself in arguments over 
the amount, the purpose, and the disbursement of foreign aid funds. To a lesser 
extent, it has been reflected in argument about the control of foreign trade and 
international currencies. It has inevitably weakened, watered down, and con- 
fused the programs that we have undertaken. 

Innumerable surveys, investigations, analyses, and reports—by Presidential 
commissions and boards, by congressional committees, quasi-public organizations, 
and a plethora of trade associations—have failed to resolve this old conflict 
as it applies to foreign aid and, in fact, have created new expressions of it. 
Economists, social engineers, political scientists, emotionally driven extremists, 
and all manner of intellectuals, self-appointed pundits, demagogs, and publicists 
have swelled the torrent of controversial and contradictory output in this 
politically strategic sector of the ideology versus national self-interest battle. 


Tortuous processes 


In this atmosphere, the tortuous processes of foreign economic policy planning 
and formulation by the middle-management layers of the Government depart- 





3 See also E. R. Barlow and Ira T. Wender, Foreign Inyestment and Taxation (Englewood 
Cliffs, Prentice-Hall, Inc., 1955), p. 86. 

#U. S. Commission on Foreign Economic Policy, Report to the President and Congress 
(Washington, Government Printing Office, 1954), p. 17. 

5 Study of the Financial Aspects of International Trade and of the Export-Import Bank 
and World Bank, Report of the Citizens’ Advisory Committee to the Committee on Banking 
and Currency, U. 8S. Senate, pursuant to 8S. Res. 25 and S. Res. 183 (Washington, Library 
of Congress, 1954). 
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ments degenerate into a pattern of spasmodic improvisations. Policy values, 
public relations themes, and slogans are fashioned not on the basis of intrinsic 
merit or relevance to national objectives but on their ability to survive ordeal 
by a form of perpetual plebiscite. This modernized mass-media version of 
Rousseau’s rule by “the general will” reaches its climactic phase each spring 
in a setting of congressional investigations of our foreign policy, political and 
economic. 

This year a particularly orgiastic ritual is expected. Theodore Kaghan, writ- 
ing in the New York Post of December 10, 1956, reports on the frenzied tempo 
of the administration’s efforts to achieve a “state of readiness.” 

“Talking about investigations in the field of foreign affairs, there are presently 
°4 different reviews being made of our foreign aid program. One ordered by 
the White House, is headed by Benjamin Fairless, a second is underway in the 
House Foreign Affairs Committee, a third in the Senate Foreign Relations Com- 
mittee, a fourth in the International Cooperation Administration. In addition 
there are 11 studies being made by private agencies and 9 by individual citizens 
of great repute looking into specific areas at the administration’s request. 

“Hflow many people on the Government payroll keep busy doing nothing but 
answering questions of investigators is something to chill a taxpayer’s blood.” 

And, lest anyone think this is a simple division of forces grouped in clearly 
distinguishable categories (like Government and the public, anti-capitalists 
and pro-capitalists, military and civilian), let me point out that proponents of 
hoth viewpoints can be found inside and outside business, the Department of 
State, the general public, and the universities. 


The grand designers 


The ideological side of all this pulling and hauling has strong roots. Its ob- 
jective, after the defeat and demilitarization of Germany, Italy, and Japan in 
World War II, envisaged : 

A new world order, under the United Nations, with machinery for col- 
lective security and world disarmament. 

Economic causes of war and depression to be liquidated through contro! 
of world trade, currencies, prices, and the flow of capital, all on a govern- 
nent-to-government basis. 

Economic and political stability of the highly developed economies to be 
assured by utilization of their surplus production and capital for the mod- 
ernization and industrialization of the backward nations emerging from 
the dissolution of the British, French, and Netherlands Empires. 

This economic aid, coming principally from the United States, to be ad- 
ininistered by the U. N. International Development Fund. 

As a direct corollary of this objective, industrialization had to be preceded by 
“liberation and modernization” (a euphemism for “revolution from the top’) 
Ee colonial revolutionary intelligentsia. On the basis of the Soviet experiment, 
Fabian analysis of the 1930's accepted cominunism as the most practical way 
by ahs h this could be accomplished over the opposition of the ruling oligarchy 
aud the illiterate masses. For this purpose, it was assumed that Russia was a 
pacifist socialist nation and had no imperialistic designs or militaristic in- 
tentions. 

Vorld War II proved this assumption delusive. The Soviets took over - 
streamlined form all of the forces which the war against fascism was supposed t« 
end for all time. Worse yet, they took the dynimics of imperialism, colonisation: 
monopoly-state capitalism, militarism, and nationalism and combined them 
with a revolutionary Communist ideology, to mold an integrated technique of 
imperialist aggression against which the West seems helpless. 

So the original ideological grand design and the assumptions of global eco- 
nomic and social reform on which it was based are gone with the Kremlin wind. 
But its residual effect still lingers in our consciousness and seems to influence 
our behavior and approach to the economic development of backward nations. 

Most important, it still shapes the thinking of the present ruling class of 


hese underdeveloped co on the European-trained, Marxist-oriented colonial 
int gentsia. Because of it they have insisted on rapid industrialization and 
state capitalism as the chosen il istrumentalities of economic deve lopment. This 


} 


political posture finally moved Eugene Black, president of the World Bank, to 
issue a solemn warning: 

The process of development has brought with its benefits turmoil and discon- 
tent which could thwart further development, if not threaten the very founda- 
tion of world order. 
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“It is a dangerous myth that economic development is a matter for govern- 
ment alone. 

“The danger today is not that a foreign investor will demand too much of a 
developing country, but that the developing countries will do too little to attract 
him. 

“The capital and skills which the private investor brings with him may not 
be available for anyone else. -*articularly he brings with him skills of indus 
trial management—skills that have to be seen in action to be learned. If a coun 
try is bent on industrializing and having the benefits spread thoroughly among 
the people, it can do itself no better service than to seek out the private investor 
who is willing to risk his capital on the chance of a fair return on his venture.” 
The fundamentalists 

Needless to say, there are ideologists of a different stripe who are involving 
themselves in this controversy. Included are those who consider it “unconstitu 
tional” to send any funds or assistance overseas, regardless of the national self- 
interest. 

Others would cut off any help to nationalist Communists like Tito or to Fascists 
like Franco on the basis of their impurity according to our standards, or because 
of their past political records, even though it is clear that economic relationships 
with, and aid from, the West can either weaken existing ties with the Kremlin 
or enhance the strategic security of the free world. 

3ut these people are fighting on the periphery of the battlefield. It is clear 
that the Government must continue foreign aid in some form, and that it cannot, 
from the standpoint of the grim realities of its responsibilities in the light of 
enlightened national interest, dispense aid solely on the basis of those whom we 
like and who precisely reflect the “American way of life.” 


The U.N. cult 

There is one aspect of the debate which is particularly lively, and which sharply 
etches the ideology versus national interest dispute: the matter of administra- 
tion of aid. A small group of U. N. civil servants located in New York and 
Geneva have waged a relentless campaign for the administration of all economic 
aid through an agency of the U. N. Secretariat under their control. 

President Truman's “point 4 program,” which resulted in the organization of 
technical assistance agencies in the United States and the U. N., only intensified 
such propaganda. Widely publicized reports of the U. N. Technical Assistance 
Board (a group of U. N. civil servants) constantly reiterated their Gemand for 
the organization of SUNFED (Special United Nations Fund for Economic 
Development ). 

The climax was reached in 1955 when Swedish economist Gunnar Myrdal, Di- 
rector of the U. N. Economic Commission for Europe, challenged the economic 
policy of the United States in a detailed blueprint of the ideology by which 
SUNFED planned to administer economic aid on a free world basis. 

In An International Economy, published in the United States in 1956, Myrdal 
rejected the traditional system of private capital flow from industrialized nations 
into less developed countries because, in his opinion, it is “* * * bound in the 
long run to influence world relations in a way that endangers progress toward 
international integration.” * To make his meaning explicit, he quotes his U. N. 
staff colleague, Dr. Hans W. Singer, special adviser to the U. N. Bureau of Eco 
nomic Affairs and the U. N. Secretary General's representative on SUNFED: 

“Migration, capital movements, international aid, and trade are not the primary 
means of achieving this closer integration * * *. The major task is first to 
force economic development in the underdeveloped countries to the point where a 
more unified world system can be solidly built.” * 

Myrdal and the U. N. staff agree that $10 billion a year (excluding comple 
mentary social investments) would be required for industry and agriculture in 
the underdeveloped areas to tuise their per capita income by a modest 2 percent 
a year. As for raising this money, Myrdal warns it would be “* * * illusory to 
expect that the advanced nations would accommodate them [the underdeveloped 
areas] merely out of their good will. They must be pressed to it.” ® 





® Eugene Black, Guiding Factors in Economic Aid Pians for the Future, United Nations 
Review, November 1956, p. 38. 

7™Gunnar Myrdal, An International Economy (New York, Harper & Bros., 1956), p. 331 
see also ch. 14. 

* Ibid., pp. 2-3. 

* Thid., p. 320. 
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A more discreet version of this integration blueprint was circulated in May 
1956 by Prof. Max Millikan and W. W. Rostow, of the Center for Interna- 
tional Studies of the Massachusetts Institute of Technology.” Entitled “Pro- 
posal for a New Foreign Economic Policy,” it calls for the United States to con- 
tribute a lump sum of $10 billion to $12 billion “without any sort of military or 
political strings attached,” to be spent during 5 years (with a similar amount 
over an additional 5-year period) by way of grants-in-aid and long-term, low-cost 
loans to be disbursed by an international body. The plan stipulates the usual 
international controls over world trade, commodities, currencies, and prices. 

The New York Times on May 29, 1956, carried a feature story that the Millikan- 
Rostow report was being given serious consideration by officials at the highest 
level of the government, and that “it is known to have reached the National 
Security Council.” The report conceded that the authors of the plan did not 
expect it to “win friends” for the United States, or to “foster free enterprise,” 
but that they did expect the plan to give the peoples of the underdeveloped areas 
“a new sense of direction.” 

If anyone thinks this campaign has not wreaked havoc, let him listen to the 
Macedonian cry of H. W. Balgoyeen, executive vice president of American & 
Foreign Power Co., Inc., a pioneer in the economic development of Latin 
American countries. Addressing the National Foreign Trade Council at the 
world trade dinner on May 24, 1956, at Washington, he declared : 

“* * * although my talk * * * deals principally with private investment 
rather than Government aid, it has become impossible to deal logically with one 
without giving consideration to the other. It is in the area of economic develop- 
ment that the greatest confusion and the most serious problems exist. * * * 
Strangely enough many sincere and otherwise intelligent Americans who would 
agree that the planning and execution of economic programs—other than on an 
emergency basis—are not proper activities for their own Government, seem to 
believe that these activities are appropriate for the United Nations.” 

After describing the 10-year agitation on behalf of the administration of 
world economic aid by the United Nations, beginning with the original plan for 
the International Development Fund of 1946 to its present reemergence as 
SUNEED, Balgoyeen stressed its continuing and relentless pressure on Congress 
and the executive departments : 

“It is interesting to note, in retrospect, that the International Finance Corpora- 
tion was finally sold to the United States as an alternative to ‘something worse’— 
namely, SUNFED. 3ut this argument was in itself a fallacy. For now that 
the IFC has been achieved, the biggest propaganda campaign of all has heen 
unleashed to sell SUNFED as an alternative to something still worse.” 

The true believers 

On the other hand, there are “true believers” in the original ideology of 
economic and global social reform who do not believe that economic nid for 
that purpose should be distributed by civil-service bureaucrats in the U. N. 
Secretariat. Hard put to compete with the high-pressure propaganda of the 
U.N. civil-service group, they have popularized the appeal of their version of the 
gospel by billing it as a sure cure for communism. The rationalization of their 
“theme” is quite involved, and goes like this: 

Communism is the enemy of the free world. Communism breeds in the under- 
developed areas where the masses of the people live under conditions of famine 
and privation. Communism has a powerful appeal to them in its promise of o 
better life. We must keep these masses from going over to communism and 
save them for democracy. Industrialization, which is our long suit, will raise 
their standard of living and provide the “answer” to the threat of communism 
Besides, if we do not get on with the job and do it right, these people will (@) 
go over to communism, (b) deny us access to their resources and markets, or (c) 
rise and destroy western civilization. QED. 

To anyone who has had actual experience either with the underdeveloped 
areas of the world or with communism, this “theme,” which is the ultimate 
example of using rationally calculated methods of irrational persuasion, is 
nothing short of astounding. 

The menace to the free world is the Soviet Union, using its military power and 
its Communist ideology as an instrument of world conquest. Communism is 
unknown among the illiterate masses of the underdeveloped areas. Like democ 


© Subsequently published as A Proposal: Key to an Effective Policy (New York, Harper 
& Bros., 1957). 
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racy, liberation, modernization, or industrialization, it is completely beyond 
their comprehension. 

In the 500,000 villages of India, where 300 million illiterates live from birth 
to death in starvation and incredible squalor, as Mahatma Gandhi said, ‘ihe 
only acceptable form in which God dare appear is food.” This is equally true 
of the millions of Moslems in the villages of Pakistan, and of the miserable 
Indios living on the altiplano of Bolivia. Ecuador, and Peru. 

The carriers of communism in the underdeveloped areas of southeast Asia, 
where public opinion consists of a few thousand persons, are the ruling class 
native intelligentsia. Rejected by the white man under colonial rule, the local 
lawyer, civil servant, the doctor, professor, and writer find in communism the 
power of which they had been deprived and a philosophy to justify its ruthless 
use. 

They regard aid extended by us to “stop communism” as an interference in 
their internal affairs. This intensifies the hostile climate toward foreign invest- 
ment, and solidifies their demand for the administration of American aid through 
SUNFED. 

Unless and until the conflict—policy based on national interest versus an obso- 
lete and dangerous ideology—is resolved, we can expect the ruling elites of under- 
developed areas to maintain political Climates hostile to private investment. 
Economic development and industrialization of their countries will be more 
chaotic than it now is, and will become aggravated as a source of turmoil and 
discontent which can well “threaten the very foundation of world order.” 

If it is allowed to continue, this conflict will ultimately play into the hands of 
radical reactionary demagogues, and bring about a wave of antiintellectualism 
which will make the investigations of the McCarthy era look like the Diclogues of 
Plato. 

PROPOSED PROGRAM 


Our program must be formulated in enough detail—realistic detail—to cut 
through all this confusion. And certainly it needs to be a joint program—a 
partnership of government and business. Without meaning to insist on any 
specific point, but only to show how the whole program couid be spelied out, I aim 
suggesting the general lines that it might follow. 


Government sector 


1. Economie aid policy.—The administration should adhere to its present 
course of basing the programing and administration of foreign economic aid and 
technical assistance upon an enlightened sense of the national interest. This 
means, among other things, that: 

Economie aid—legislatively and administratively separated from military 
aid—should be handled by a Government agency under the exclusive control 
of the United States Department of State. 

All pressures and programs to place aid beyond the control of United 
States foreign policy should he rejected as political interference, by indirec- 
tion, in the internal affairs of the United States. 

2. Use of agricultural surpluses.—Every possible effort should be made to 
make available to the governments of underdeveloped areas, over a period of 
5 years, and on a grant basis, sufficient quantities of food and cloth (already 
in short supply) to absorb the new purchasing power generated in the local 
financing of the economic substructure, and thus avoid the risk of uncontrollable 
inflation. Particular attention in this respect should be paid to the problems of 
nations such as Pakistan and India. 

3. Investment policy—The administration should make clear in its dealing 
with other governments that it regards the institutions of private property and 
private capital as indispensable to human dignity and individual freedom and, 
more specifically, that: 

These institutions underlie the essence of the polity of the United States 
Government and must be reflected in its national policy—domestie and 
foreign. 

They are essential incentive instrumentalities for the economic develop- 
ment and balanced industrialization of any nontotalitarian and noncollec- 
tists society. 

The United States Government, in considering requests for economic aid, 
will weigh the policies and record of any nation with respect to such insti- 
tutions, within its own borders. 

(This provides a good example of both the problem and, in my mind, the solu- 
tion in this matter of relating policy and ideology. We believe in free enter- 
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prise, and this could be an ideology pursued for its own sake. But it can 
also be a very realistic aspect of strategy, if we feel that only through economic 
activity based in some form on our principles can communism be held at bay in 
any country. So it makes sense to me, not to insist loftily that there is some- 
thing morally “wrong” about other countries having divergent forms of economic 
activity, but to use as a bargaining tool the proposition that everything else 
being equal we will favor the country which tries to follow our principles. This 
way we can get as many countries as possible a little closer to our principles— 
not in one fell swoop, for many countries are not socially or economically ready 
to make a sharp change, but over the long run.) 

4. Tar policy.—To facilitate mobilization of foreign investment capital, the 
Internal Revenue Code should be amended to enable United States corporations: 

To combine, consolidate, and integrate, in a tax-free reorganization, all of 
their foreign operations, including export, into one domestic subsidiary, 
which shall be permitted to do no business in the United States except such 
as may be necessary and incidental to its foreign operations. 

To accumulate the earnings of such a subsidiary, including earnings from 
export operations, for purposes of foreign investment without payment of 
United States taxes on such earnings until and unless distributed. 

To receive unitary United States tax treatment, based on complete sever- 
ance of domestic and foreign operations. 


Business sector 


1. Sensitivity to Government policy.—Industry leadership should realize that 
the bulk of national policy affecting private enterprise as an institution is made 
in the departments and agencies of the executive branch of the Government, and 
is a matter of proper concefn to management. 

2. International public relations.—Managements of companies operating over- 
seas should consider carefully an expertly conceived and scrupulously executed 
program of institutional public relations abroad, particularly in nations of the 
Middle East, the former colonial nations of southeast Asia, and the nations of 
Latin America. These programs should: 

Stress the capabilities of American industry in terms of the economic 
development of the country in question. 

Be meshed with local cultures, traditions, and institutions ; and so designed 
as to reach decisive segments of opinion and its influential molders. 

Arrange for key personnel of foreign nations to make tours of inspection 
to industrial plants and installations in the United States under industrial 
auspices and sponsorship, as a part of a long-range program of industrial 
and technical two-way communication. 

Recruitment of foreign economic policy exrperts.—To anticipate trends in 
policy, and to react swiftly to unexpected developments requires staffs with Govy- 
ernment background and training. 

4. Elder statesmanship.—American corporations with a tradition of overseas 
experience and operations should give serious consideration to the formation 
and financing, on an institutional basis, of a foundation or institute, whose direc- 
tors or trustees would be retired chairmen or presidents of United States com- 
panies, representing a broad cross section and background in foreign extractive 
and inanufacturing investment. 

The purpose of the institute, in the common concern of all United States cor- 
porations having an interest in present or future direct investment abroad, 
should be to recommended policies and positive measures with respect to: 

Protection of foreign investment against discriminatory expropriation and 
nationalization policies of foreign governments, 

Acceptance by governments of uncommitted nations of the necessity of 
foreign investment and industrial managerial skill as the most effective and 
socially desirable instrumentality available for their economic development. 


CONCLUSION 
If foreign policy is to be based on an enlightened national self-interest, then 
the conflict between such policy and a hostile ideology must be resolved or at 
least reduced to manageable dimensions. 
Resolving the conflict 
This cannot be done with finality by Presidential fiat, because the roots are ton 
ramified and too deep. 
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Nor ean it be done through the existing machinery of policy formulation. 
There, the middle managements of sovereign government departments negotiate 
the content of “position papers” and eventually produce a formula that is rigidi- 
fied in a National Security Council directive. And any participant in the nego- 
tiations who does not like the result can, and usually does, leak it to his favorite 
Washington columnist. From that point on, the directive must survive ordeal 
by plebiscite, in which the familiar issue between policy and ideology is joined 
on the mass media front. 

For the same reason the conflict cannot be resolved by a rational appeal to 
publie opinion. Because it stems from differences in the philosophy underlying 
polieyv—ineluding issues involving the concepts of private property and capital- 
ism—it is beyond the reach of conventional processes which are designed to 
determine differences as to application of an accepted policy. 

Such issues eannot be decided by a “great debate” as in the days of Jefferson 
and Hamilton, nor by any NAM resolutions condemning “creeping socialism” in 
the Government. 

Neither does it do any good for my distinguished colleagues of the interna- 
tional bar to meet in solemn conclave and pass erudite resolutions calling on the 
Department of State to negotiate investment treaties securing the rights of 
American private investment and property overseas. Investment treaties incor- 
porate reciprocal policies of sovereign governments. Until and unless such pol- 
icies exist, negotiation of treaties is brutum fulmen. In this case, any policy 
that is not based on a clear philosophy of the role of American managerial cap- 
italism in international development is not worth embalming in a treaty. 


Vutual understanding 

The only way the conflict can be set at rest is through a formula of voluntary 
accommodation between the responsible leaderships of the warring segments. 

The teadership of each side must recognize the true nature of the conflict, its 
divisive impact on our society, and above all its paralyzing effect on our national 
policy in the face of hostile and inflexible Soviet purpose. From this premise, 
if each side ceases to emphasize the destructive power and the evil influence of 
the other, fancied or real, and accepts its own essential role and enormously con 
structive potential in our society, the nation will be on its way toward the 
liquidation of a savage struggle for power and status which it can no longer 
tolerate. 

The blunt fact—like it or not—is that United States managerial capitalism is 
the one democratic “force in being” that can take the measure of Sino-NSoviet 
eapitalism in the drive for international capital formation. And it cannot do so 
if its participation in this vital mission is frustrated by a climate inhospitable 
to foreign investment, encouraged or tolerated by an uninformed anticapitalist 
attitude in the middle management of our Government, supported in turn by 
a host of misguided American intellectuals strategically situated in the univer- 
sities and influential organs for the molding of public opinion. 

Many years in the Government, and in the representation of industry with 
government, have convinced me of certain fundamental truths: 

There is no monopoly of evil and virtue either in government or big 
business. Decent and honorable men predominate in both groups with, of 
course, a certain share of s. 0. b.’s in each. 

Government people (outside the military procurement agencies) haven't 
the faintest idea how modern industry operates. They have a tendency 
to what von Mises calls “the anticapitalistic mentality” based on an ad- 
mixture of the doctrinaire assumptions of Veblenism, Laskiism, and the 
Fabian socialism of the 1930’s, with overtones of Marxism. 

Businessmen haven't the slightest idea of how government functions and 
do not seem to care. They make a religion of Adam Smith's capitalism. 
competition, and consumer sovereignty. They extol sanctity of the profit 
motive, in a Keynesian economy where government expenditures provide 
a decisive segment of their market. 

If the responsible leaderships of the warring segments could meet and talk 
out their difficulties—with all ideological trappings checked at the door—there 
should be no great problem of reaching a formula for cooperative coexistence. 
Businessmen'’s role 

As for the businessman in particular, it seems Clear to me that he should be 
found on the “enlightened self-interest” side of the debate. By nature pragmatic 
and flexible, aware of and concerned with the facts of a situation more than with 
theoretical generalizations, his natural stand is with the forces of realism. 
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If the American business community looks at the world, uncommitted to any 
great ideological crusades but sharply aware of the long-range, enlightened self- 
interest of the Nation, it can lead us out of this confusing and debilitating 
conflict. It can lead us onto sound ground from which we can move to an 
effective economic program in foreign affairs that will be commensurate with 
the international role and with the responsibilities of America’s great industrial 
power. 

Mr. Hays of Arkansas. General Klein, I certainly listened with in- 
terest to that forceful, clear statement. I have just a question or two. 
[ assume from your reference to both the strength and the weaknesses 
of the United Nations that we should continue our collateral activi- 
ties in this field without lessening our support of the U. N.? 

General Kirin. Absolutely. 

Mr. Hays of Arkansas. And with the same logic that you urge <4 
multilateral approach, you would subscribe to efforts within the U. 
to create a climate that is conducive to private investments ties 
the world? 

General Kier. Yes. 

Mr. Hays of Arkansas. And to some extent through the U. N. tech- 
nical assistance program help? You have no criticisms, I coal of 
the technical assistance program of the U.N. ¢ 

General Kier. 1 have not, Mr. Chairman. But I believe such a 
commission would at the same time help the American taxpayer and 
the American investor. We can do both. There is no reason why 
such a survey should not be made and why the Department of Com- 
merece and the State Department should not welcome such a commis- 
sion. 

Mr. Hays of Arkansas. I was very much interested in your refer- 
ence because too many public statements these days imply, it seems 
to me, that we must do one or the other. It is either/or, when they 
aren’t mutually exclusive at all. We can proceed within proper limits. 
[ um sure there is an extreme form of bilateral action and of multi- 
lateral action that we would want to avoid. I just wanted to be sure 
that. I] understood your reference there. 1 appreciate that comment. 

You feel that this would help get at the core of the problem, which 
is low living standards and low income for the masses of the people / 
{ am looking at it now from the interests of the underdeveloped na- 
tions as well as our own interests. 

General Kiern. Absolutely, sir. 

Mr. Hays of Arkansas. I was interested, too, in what you said about 
the help for frustrated individuals who were part of the subject colo- 
nies. Lam sure that you could marshal a good many facts to give sup- 
port to that. This might be off on a tangent, I hope not, but at any 
rate, if you have any views I would be glad to have you express them. 
We do have certain dangers in the field of private investment as dis- 
tinguished from governmental aid. We do have certain pitfalls that 
have to be avoided where you don’t have this nonalinement or neu- 
tralist point of view, where you don’t have socialism but where you 
have forms of feudalism that private investments sometimes support. 
| don’t want to be specific for reasons of avoiding any friction with 
some of these nations, but I think you know what I am getting at. 

General Kiem. I know exactly to what the chairman is referring. 
and I think I would be better off not to comment. I think I can 
answer with one statement. You cannot have a double moral or legal 
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standard today if we are going to sell the American doctrine of pur- 
suit of happiness and free enterprise in the world. ‘Tomorrow this 
world will see a very interesting experience. A new country has been 
added, at least we hope, to the Western democrac ies, the establishment 
of the Gold Coast Republic, where Vice President "Nixon will repre- 
sent our Government. Certain assurances have been given to help this 
country become not only self-sustaining but also to adopt our system 
of democratic philosophy and free economic competition. I think 
we shall all watch with great interest not only what our own Govern- 
ment but what other governments would do there. I would prefer to 
let the chairman interpret my statement. 

Mr. Hays of Arkansas. Thank you, General: My 5 minutes have 
more than gone. Mr. Vorys. 

Mr. Vorys. General, wasn’t it your firm that also conducted some 
advisory missions on economic planning in some Latin American 
countries ? 

General Kier. No, it was not my firm. 

Mr. Vorys. I thought the name Klein—— 

General Kier. We have been conducting some surveys but not 
in Latin America. The only country my firm advised was the-Repub- 
lic of Panama. 

Mr. Vorys. I was in Peru, and they told of a mission down there, 
and I thought the name Klein was in the firm, and I thought it was 
your firm. 

General Kier. I am sure you refer to Dr. Julius Klein, my 
namesake. 

Mr. Voryrs. That must have been it. Does he have a firm that does 
that sort of work? 

General Kier. Yes, he has. He has been responsible for that, 
and I think he has done an outstanding job for Peru. I think he bas 
put the entire monetary and economic structure on such a basis that 
it could be used as a pattern for the entire world. 

Mr. Vorys. That was an instance, as I understood it, of another 
government calling in private enterprise, expert advice, technical as- 
sistance, from the United States and profiting greatly by it. 

General Kier. My firm was called by Panama 4 years ago. We 
had a similar mission for Panama. 

Mr. Vorys. What you say about the possibility for private enter- 
prise certainly is true. There are a nce of things that we have to 
think about. One is that some countries that are important strategi- 
cally and politically to the free world in these strenuous times just 
mene are poor places for private investment. They don’t have many 
resources. So we can stimulate all we please, but those countries are 
not going to be able to do an awful lot for themselves through ordinary 
channels, 

Another fact in life that we have to face is: You mentioned our 
money goes to the upper political rungs of the interested professionals. 
‘They are the people who run the country, and unless we are going to 
interfere with the internal arrangements in the country, unless we 
are going to reorganize the thing politic ‘ally inside that country, they 
are the fellows who run it and they are the ones we have to deal with 
on the political, diplomatic, military front in this cold war period. 
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Can you suggest how we as a Government can bypass them 
and do something for their people or change the climate of that 
country toward private investment ? 

General Kier. Well, Congressman, you have stated that some of 
these countries may be of great importance to us strategically but they 
haven’t the resources. One can never predict how some of these coun- 
tries will take on a strategic importance. I would like to interrupt my 
testimony to pay tribute to one of our great Congressmen from my 
home State of Illinois, Mrs. Church. I am pleased and honored that 
Mrs. Church is here, an old friend and neighbor of mine. Today, no 
one would have dreamed 10 years ago that Saudi Arabia would become 
such an important strategic place of natural resources. So you can 
never tell what any place in the world, where we make friends and 
where we help to establish not only the free enterprise system, but in- 
stead aid—I have no objection to technical assistance, but aid and out- 
right gifts are a different proposition. I prefer American investments 
that we are going to profit by. Today, no matter where you go in this 
world you see that America is not only represented through Coca-Cola 

- Lucky Strike cigarettes, but you have plants all over the world 
Ww whit h indirectly give us not only a good return on our invested capital 
but also additional labor in our own country. 

As to the intellectuals and the other phase, I agree with you, Con- 
gressman, that this is a very serious problem, and therefore you 
have, as Congressman Selden recommended, a study mission. If I 
would have the answer here now, you gentlemen wouldn’t need to 
have this hearing and you wouldn't need a study commission. I 
think that answer should be brought back to you by the fine commis- 
sion that Congressman Selden recommended. 

Mr. Hays of Arkansas. Mr. Selden. 

Mr. Sevtpen. General, i want to say that you have made a very fine 
statement and, of course, it was in line with my thoughts on this sub- 
ject also. If you have had an opportunity to read the testimony 
that has been given the committee to date, you found that the repre- 
sentative of the State Department, Mr. Kalijarvi, testified several 
days ago that past efforts to effect multilateral treaties have been 
unsuecessful. And, in effect, he took the position that no further 
efforts should be made along that line. Do you feel that past failures 
to effect multilateral treaties should be a bar to any further effort 
along that line? 

General Kier. Absolutely no. I would like to add here that 
having represented the Government in the past, having come to the 
Halls of Congress for the War Department, I think times have not 
changed. The State Department and C ommerce Department feel, 
and rightfully so from their point of view, that they are very com- 
petent to handle that problem themselves, and for the time being may 
not look with favor upon a commission like that to favor their own 
doings. But the fact remains something must be done. I realize and 
recognize that in the long run such a commission can only be of great 
help not only to these two executive branches of our Government but 
to every private investor and every private individual. If there would 
be no necessity, you wouldn’t ask for this resolution. I don’t believe 
this is a routine resolution to get publicity or get recognition in your 
home district. I don’t know what type of district you represent, 
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Congressman. But I would say this is one of the finest pieces of legis- 
lation that I have seen come out of Congress, and I hope it will pass. 
I hope the State and Commerce Departments will cooperate, and I 
have read the letter from Secretary Weeks, and if I would be their 
adviser I would not suggest such a letter from this point of view. 
But I think in the long run the Commerce and State Departments 
should and will welcome your legislation, because they have competent 
people to cooperate with you. That is all you are asking for; you 
are not asking for any responsibility. You are only asking to make 
a survey so you can report to the Congress and indirectly to the 
people of the United States. 

Mr. Sexnen. I feel a study is necessary and this resolution would 
make that study possible. 

General Kier. Absolutely. 

Mr. Sevpen. Thank you, Mr. Chairman. 

Mr. Hays of Arkansas. Mr. Radwan. 

Mr. Rapwan. Thank you, Mr. Chairman. I have no questions. 

Mr. Hays of Arkansas. Mr. Carnahan. 

Mr. Carnanan. Thank you, Mr. Chairman. I have no questions. 
I appreciate the opportunity of being here at the hearing. 

Mr. Hays of Arkansas. Mrs. Church. 

Mrs. Cuurcn. Thank you for letting those of us who are not mem- 
bers of your ad hoc subcommittee attend. I came over to welcome 
General Klein, whose statement I appreciate. You mentioned in your 
testimony, and it is an excellent statement, General, a magna carta 
for private industry abroad. Have you any idea in your own mind 
what that should include? 

General Kixry. You have today a Magna Carta for the sanctity 
of human and other rights. You need one for the sanctity of private 
property, a treaty between the western democracies of the world, 
and T hope also some day between the nations behind the Iron and 
Bamboo Curtains, wherel Vv private property and the individual’s 
right to make a living and compete will be respected by all nations of 
the world. And I do feel that America should take the lead. If 
Mrs. Church, who is so qualified and eloquent to discuss this problem, 
much better than I am, expects me now to give you a detailed thesis, 
I don’t believe the time is here. ut I shall be elad to submit it to 
the committee. TI have definite ideas, and I have made a careful study 
of how such a magna carta could be brought about. Maybe within 
the framework of the United Nations. Like we have NATO today. 
We need a NATO of sanctity of private property. I shall be very 
glad, Mrs. Church, to submit this study to you. I have it. But I 
don’t like to impose—— 

Mrs. Curren. Tshall look forward to its receipt. 

General Kier. T shall send it to you, Mrs. Church. 

Mr. Hays of Arkansas. One other question. If we might come 
back to a point we have discussed—bolstering governments of the 
nonalignment type, and also feudalistic autocratic governments that 
are not concerned with the welfare of the people—w ouldn’t one fune- 
tion of this Commission, if the Congress should approve it, be to 
study ways and means of making private investments in countries 
that hs ns lagged enituenliy and economically, of benefit to the rank 
and file of the people? 
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One problem that secms to bafile us is how to make American 
benevolence, expressed either through governmental means or private 
investment, become a benefit to the people instead of bolstering a 
shoddy government. That is one problem, isn’t it? It seems to 
me that the Commission would find that a challe1 nge to them, to find 
ways and means of getting these benefits, the economic returns through 
more liberal wage policies and more modern tax policies of the gov- 
ernments involved. The commission has a broad enough mandate 
to tackle that problem ? 

General Kier. The answer cbviously is yes, Mr. Chairman. I 
can only give a typical example of what could be done. If you now 
look at the Suez Canal situation, you realize the Suez ( ‘anal, although 
initiated by the great brain of Disraeli, was the result of private in- 
vestment from people in France, Germany, England and the United 
States, who had confidence in the possibility of a Suez Canal and 
bought shares and the canal was built. It is not limited to only one 
country. It would be to the benefit of anyone who feels, “I have 
$8,000 or 8,000 marks, and I want to invest it and I want to be sure 
the property of my investment is safe.” Once you gave that incen- 
tive again to the individual, you will have better commerce and 
better “enterprise. What we have to fear all over is not only the 
feudalism but the nationalization of industry. That socialistic trend 
is growing by leaps and bounds, and no country that is prosperous 
needs to fear socialism or communism. What does prosperity mean ? 
That the little fellow that you are talking about has a chance of a 
little extra money each week by being assured that he has a proper 
return for his investment. 

Mr. Hays of Arkansas. Thank you very much, General. You have 
helped us. 

The next witness is Mr. Branko M. Peselj, attorney at law, of 
Washington, D.C. Mr. Peselj, you may proceed in your own way. 


STATEMENT OF BRANKO M. PESELJ, ATTORNEY AT LAW, 
WASHINGTON, D. C. 


Mr. Prsevs. I have submitted a short statement, Mr. Chairman. 
[ would like to say a few words. I agree with what General Klein 
has just said. I believe the necessity for the creation of this Com- 
mission is becoming every day more urgent. 

As I said here in my little statement, I am an attorney at law here 

n Washington. I was 14 years a lawyer in Europe. I le ft Y ugoslavia 
in 1945 just a few days before the Communists took over. I came 
here in 1947 and obtained a Ph. D. degree in political science and 
economics from Georgetown University, in 1950, and a law degree 
from the George Washington University in 1954. I worked for 5 
years with the Free Europe Committee. I became a member of the 
bar here in 1955. Since then I have been specializing in the problems 
of foreign and international law. IT represent several clients, ine luding 
the State of California in foreign problems. 

[ represent several American corporations and individuals with 
business affiliations abroad. In connection with these operations ] 
have experienced that the problems of security and protection of the 
American investments in foreign countries arise continually and I] 
am therefore anxious to make a brief comment on the prospective 
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responsibilities and duties of the proposed commission as outlined in 
section 5 (b) (4), (5), (6), and (7), which deal with the examination 
of foreign laws and regulations affecting American interests in foreign 
— 

oe ee testimony before this committee it has been said that 
one of the principal deterrents to private investments in many areas 
of the world is the fear that the investments will be either confiscated, 
expropriated, or nationalized. This statement is correct. Unfortu- 
nately, this is by far not the only problem faced by the American 
investors nor is it the sole hazard which imperils their investments 
abroad. Equally important are the regular laws and practices in 
foreign countries which, though not providing for a formal nationali- 
zation of the alien property, in practice often create the conditions 
that are tantamount to confiscation or immobilization of the invested 
capital and its reasonable interests. These foreign laws and practices, 
in turn, are introduced sometimes intentionally in order to deprive the 
foreign investors of their capital and just profits, or else they emanate 
as a matter of course from different legal systems and concepts which 
are alien to our ideas of law and business practices. 

We should not forget that in every single case of an investment 
abroad the investor faces the legislative power of a sovereign com- 
munity which, as a rule, is free to make such laws and regulations 
that it -believes to be useful to its national interests. There is no 
definite guaranty in international law that the laws of a sovereign 
community, which may be favorable at a given moment for foreign 
investments, will not change in the future regardless whether these 
alterations will affect vested rights of foreign investments. Hence, 
the problem of the protection of the American investors abroad is not 
only what are the conditions under present regulations but equally 
whether some guaranty could be found that will provide with reason- 
able certainty the stability of the existing conditions if these are 
favorable for the foreign investments. 

It should be noted that different legal concepts of foreign law often 
result in different ideas about right and duties. It is imperative 
therefore that these different concepts of foreign law are examined 
and evaluated. 

In view of the foregoing, suffice it to say that the world of today is 
governed by three principal legal systems: common law, civil law, 
and socialist law. It should be emphasized at the outset that a formula 
for the protection of private investments should be sought and could 
be found only in the countries of common and civil law, i. e., in the 
states of the free world. It would be utterly superfluous to look for 
the contractual guarantees of the investments in the countries of 
socialist law because this law recognizes only one basic principle which 
is that the law is that which at a given moment corresponds to the 
interests of the ruling group in its endeavors to stimulate socialist 
construction. I am mentioning this fact in passing only, the reason 
being that our daily press has recently published reports that Yugo- 
slavia, and perhaps also Poland, may be willing in the near future to 
open the door to private investors under the system of concessions 
similar to that offered by the Soviet Union during the period of the 
new economic policy. 

Although the legal concepts of civil law are much closer to our 
legal thinking than those of the socialist law they are different enough 
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to warrant a thorough analysis of the laws and regulations of various 
nations governed by civil law in which our present or potential invest- 
ments are or may be affected. iets 

Let me point out an additional fact. Despite that the principles of 
civil law are fairly well established and are uniform in their interpre- 
tation, not all the countries of civil law have adopted these principles 
in their entirety. Thus, for instance, the vast region of the Middle 
Eastern and Arab countries, though governed, generally speaking, by 
civil law, have preserved in some of their codes, especially in the law 
of contracts and obligations, certain elements of Islamic law, which 
differ greatly from the established legal practices of our country. 

Another factor to be observed in the examination of the legal condi- 
tions of foreign countries is the extent of the interference of the 
government in domestic trade regulations which is usually accom- 
plished through a number of special decrees and is, as a rule, much 
oreater than that we are accustomed to see in the United States. 

In suggesting more precisely the scope of the inquiry of the proposed 
commission in the field of the foreign Jaw and regulations which affect 
our investments abroad, I believe it would be most propitious to 
examine, among other things, the following problems: 

1. Property rights and their limitations; especially with respect to 
expropriation regulations and procedure. 

2. Contractual provisions; more specifically the element of con- 
sideration which is, generally speaking, unknown in civil law, as well 
as statute of fraud and limitations. 

3. Commercial codes and regulations; in particular various forms 
of commercial enterprises often unknown and strange to our legal 
system and business practice; further, the rights of the shareholders 
and the relationship of the corporations to the government. 

4. Problems of legal procedure; this will include the organization 
of the courts and the independence of judges, the rules of evidence and 
the modes of execution. 

5. ‘Taxes and internal credit system; especially the possible dis- 
crimination in taxation between the domestic and foreign corporations. 

6. Currency and exchange regulations and export limitations which 
are among the most powerful weapons of any government which in- 
tends to impose its control over foreign investors. 

Only after the elements mentioned above have been thoroughly 
analyzed a conclusion can be reached as to the measures which should 
be proposed in order to solve the complex problem of the protection 
of the American investments abroad. In other words, no serious 
suggestions can be made unless the difficulties resulting from the 
different legal systems are reviewed first. 

Though it is impossible to anticipate what the findings of the 
proposed commission may be, it is nevertheless reasonable to assume 
that its recommendations will include first of all the creation of an 
atmosphere of mutual trust between the capital-seeking countries and 
prospective American investors. Once this atmosphere is achieved, 
an international code of business practices, and an international insti- 
tute for private arbitration, and, perhaps, an international investment 
insurance company, or similar bodies could easily follow as results of 
these endeavors. 
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The world of today is faced by two alternatives only: a total war 
with total destruction, or mutual collaboration and understanding, 
above all among the nations and countries of the free world. Nothing 
can promote better the strength and determination of the free peoples 
than the development of the areas which need economic progress 
in order to prevent the international Communist conspiracy from con- 
quering their countries. This development can be achieved, in turn, 
by generous investments of the American private capital which is 
willing to participate in this venture prouiged its justified interests 
are secured. At the moment when over $30 billion are invested in 
foreign countries, and in an era which opens new horizons of invest- 
ment opportunities, especially in the Middle East and in Africa, 
the necessity for the creation of the proposed commission becomes 
not only increasingly important but growingly urgent. To the best 
of my knowledge, this is the first time that the Congress of the 
United States is ‘considering i in a very practical manner the possibility 
of an inquiry of the problems of foreign law which affect our invest- 
ments abroad, and for this reason the establishing of the proposed 
commission deserves every support. 

In closing, I wish to thank once more the committee for giving 
me the opportunity to present my views which, I hope, may be of some 
use in the consideration for the creation of the proposed commission. 

Mr. Hays of Arkansas. Thank you, Mr. Peselj. As to your use 
of the word “Socialist,” do you exclude any form of soci: alism? In 
other words, you might have socialism of the Soviet type and socialism 
of the British type. 

Mr. Prsevs. When I speak of “socialism,” I speak only of the 
socialism of the Soviet type, because the evolutionary socialism 
has nothing to do with the form of socialism-communism which is 
practiced in the Soviet Union and the countries under Communist 
control. 

Mr. Hays of Arkansas. I wondered if you weren’t using the word 
“Socialist” in the same way as “Communist” ? 

Mr. Pesews. Yes; I did use it in that way. In this respect it is the 
same because you can say, for instance, that England may have a 
so-called Socialist government but you will still have a system of 
common law, whereas the Soviet Union or any country behind the 
Iron Curtain will have a Socialist-Communist government but a 
system of Socialist law. 

Mr. Hays of Arkansas. You could have some nations that follow 
that civil law who pursue broadly what is called Socialist policy, as 
for example, in Mexico? 

Mr. Pesews. Yes; that is right. The form of nationalization or 
confiscation is also an expression of the substantive law, and under 
which I understand the system and all the existing decrees and regu- 
lations which affect our investment, and which sometimes are very, 
very important. In my view it is better to have an understanding 
before we have a misunderstanding; in other words, it is better to 
know where we are heading, what the possibilities are for investment, 
what the consequences will be rather than perhaps make such invest- 
ments and then a short while later be in trouble. 

Mr. Hays of Arkansas. Mr. Vorys. 

Mr. Vorys. I wonder if you are familiar with the study that the 
Department of Commerce carries on under the provisions of the 
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Mutual Security Act which originated, I believe, right here in this 
committee, which deals with the factors in foreign countries, includin 
the legal factors, which tend to limit United States investment abroad 
In this connection, the Department has published a number of country 
handbooks describing, among other things, the legal and governmental 
conditions affecting investment in the countries, and in its weekly 
publication, on a current basis, the changes in such laws, regulations, 
and practices ¢ 

Mr. Pesers. I am familiar with it. I believe these studies and 
publications are for individual cases. It is not the same, as I under- 
stand it, or would not conflict or be the same as the purpose of this 
Commission. The purpose of this Commission is to study the general 
situation in the free world, in the individual countries, and generally 
abroad, and then come forward with certain recommendations in 
order, if possible, to create come sort of uniform code of business 
practices, which I have mentioned, some sort of international court 
of arbitration; in other words, not to take the situation as it is today 
and tell the private investor, “Now, here are the facts. If you want 
to go in, it is your business. If you don’t want to go in, it is again 
your decision.” But to try to create among the free peoples some 
sort of uniform code of international legal and business ethics which 
will say, “Under these conditions we are willing to invest the foreign 
sapital or to take the foreign investments which we need, and we are 
willing to keep these conditions for the future.” 

Mr. Vorys. My point is that this vast study has already been made 
and, as you point out in your paper, the study isn’t any good unless 
it is kept current because they may change the rules on you after 
you get in. 

Now, a 15-man commission wouldn’t be any good at all unless the 
members of it studied this voluminous stuff that is already collected, 
because they wouldn’t know all of the impediments or legal situations 
which you very ably list, which apply in a given country, in the 80 
countries. 

My point is this: When we have a Department of Commerce con- 
stantly collecting these laws, and we have the State Department 
constantly negotiating on bilateral treaties to create a better climate 
in this country, that country, 15 of them since the end of the last war, 
I don’t see why any effort to create a uniform code for 80 different legal 
systems isn’t going to wind up the way the one did in Bogota, which 
the Department of Commerce and the Department of State have told 
us about, or the ITO where the uniform code, since it had to be satis- 
factory to all of these countries, wound up as being the lowest common 
denominator and didn’t amount to anything. It was unsatisfactory 
to our Government and to our businessmen. . 

What makes you think that there would be something different about 
w hew approach? Who are these people going to be who would be 
wiser than everybody who has worked on this, and come up with a 
uniform code that will be satisfactory to these 80 nations? 

Mr. Presets. Congressman, first of all, 1 would say this: As I pointed 
out, to the best of my knowledge, this is the first time that such a 
matter has been taken up in the Congress. This which you have 
mentioned has been done by the individual departments, either the 
Department of State or Department of Commerce. This is an in- 
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quiry which should be used, the material as much as is available, 
and also the new material. I don’t know what will happen if this 
Commission is created and when it looks at it and decides to use all 
possible material and see what the differences are and how these 
differences could be straightened out. This study will be on a legisla- 
tive level, under the auspices of our Congress, which as such has, of 
course, much more power than individual departments, and can accept 
the proposals that this Commission makes, I think it is worth trying 
new efforts to bring about some sort of bilateral or perhaps multi- 
lateral agreement of international business practices. We can never 
say and I agree with General Klein, that because this was not possible 
in the past, “and we did not succeed, that we will not and cannot suc- 
ceed in the future. International situation changes constantly. 

Mr. Vorys. Thank you very much. 

Mr. Hays of Arkansas. Mr. Selden. 

Mr. Seupen. I have no questions, Mr. Chairman. I would like to 
commend the gentleman for his fine statement. 

Mr. Hays of Arkansas. Mr. Radwan. 

Mr. Rapwan. Thank you, Mr. Chairman. I was interested in your 
distinction of “socialism.” I was wondering where you would put 
Tito’s socialism. 

Mr. Pesevs. In principle, 100 percent as socialism practiced in the 
Soviet Union. From the point of view of the political manifestations 
in foreign policy, perhaps, there may be some distinctions. But from 
the internal structure, and especially from the point of view of the 
system of law, Yugoslav law is a Socialist law as we know it in all 
other Communist countries. 

Mr. Rapwan. Would you also say that Britain’s socialism could be 
called social reforms within the framework of a democracy ? 

Mr. Presets. Yes. This would be perhaps the right statement. You 
know, the word “socialism,” and “socialism” has a broad meaning. If 
you say, for instance, to a Communist that socialism in Britian is so- 
cialism, or that socialism in Sweden is socialism, he will jump up to 
the ceiling. For him this is not socialism. Socialism is only the 
teachings of Marx and Lenin, as interpreted by the Communist Party. 
But the system of Socialist law as we know it today is the legal system 
of the Soviet Union and in all those countries which are Communist 
dominated by it, as for instance, Yugoslavia, China, and all the other 
satellites. 

Mr. Rapwan. Thank you, sir. We could talk about Tito but not 
at this time. 

Mr. Hays of Arkansas. Mr. Farbstein. 

Mr. Farestern. Just one question. Do you think that a study and 
recommendations that had the Congress of the United States stamp 
on it would have any different influence upon these various countries 
so that a uniform code of commercial practices could be drawn that 
would be acceptable to the various countries of the world and one that 
would be adhered to rather than the past experience, as suggested by 
Mr. Vorys? 

Mr. Prsets. Yes, I believe so, Congressman, because it is not only 
Congress who is behind this resolution but, as far as I understand 
it, it is the administration. The President would also be behind this 
resolution, and this is what gives it such great importance. The 
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commission is composed of 15 members from the administration and 
the legislative. Secondly, I want to say that I do not expect and I do 
not anticipate that the work on a uniform code of business practices 
would be an easy job and something that could be accomplished 
overnight. But 1 do believe that it is worth trying, and I do believe 
that many countries would be willing today to adhere to such a conven- 
tion or such a stipulation, whatever you might call it. I think General 
Klein mentioned that Germany, England, and France have already 
expressed their approval, that they are willing to participate in some 
form of joint venture of all the free countries to find some sort of 
uniform business practice code, or some sort of arbitration, something 
like that. I do believe that this commission, if created, will have much 
greater influence and much greater significance than the efforts done, 
so far, by the individual departments, for the reasons I have just men- 
tioned; and further, I do believe it is worth trying, although I do 
not expect that this can be done overnight. 

Mr. Hays of Arkansas. Mr. O’Hara. 

Mr. O’Hara. I have no questions. 

Mr. Hays of Arkansas. Thank you, Mr. Peselj. We appreciate 
your contribution. 

Do you have anything further to submit? 

Mr. Sevpen. I ask unanimous consent to include as part of the rec- 
ord at this point excerpts from the final declaration of the 43d National 
Foreign Trade Convention. I might add that representatives of the 
executive branch of the Government attended that convention, spoke 
at it and participated in its deliberations. 

I also ask unanimous consent to include at this point as part of the 
record a copy of the telegram that was sent by President Eisenhower 
to the convention. And finally, I ask unanimous consent to include 
in the record at this point an excerpt from the policy declarations on 
world affairs by the United States Chamber of Commerce, 1956. 

Mr. Hays of Arkansas. You are asking that these be made a part 
of the record ? 

Mr. Sevpen. Yes. 

Mr. Hays of Arkansas. Without objection, it is so ordered. 

(The material referred to is as follows :) 


Excerpts FROM THE FINAL DECLARATION OF THE 43p NATIONAL FOREIGN TRADE 
CONVENTION, NOVEMBER 26, 27, AND 28, 1956 


RECOM MENDATIONS 


I 


In order that the free world may move boldly toward the goal of a great and 
expanding volume of international trade, the convention calls for vigorous and 
eontinuing efforts on the part of our Government to secure the attainment and 
maintenance of an international trading system, multilateral in character and 
free of discriminations and burdensome restrictions, which will afford access 
on substantially equal terms to materials and markets. It calls too, as essential 
to the achievement of this goal, for the adoption and effective application every- 
where of governmental policies and practices which will tend to encourage trade 
within and among nations. 

Ir 


Stimulation of private investment abroad: The convention believes that 
private enterprise constitutes the best source from which nations seeking capital 
for economic development can obtain the facilities they need. Private enter- 
prise has access to abundant reserves of capital for productive investment when 
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conditions favorable to such investment exist. When the investment is made it 
earries with it, uniquely, the managerial and technical skills essential to its 
effective application, including the training and experience necessary for deter- 
mining what kinds of economic projects are capable of development and successful 
operation. Private enterprise thus provides the greatest measure of assurance 
that the development projects which it undertakes will be economically feasible. 

The potential contribution which private enterprise can make to economic 
development can be realized only if conditions exist or are established which will 
encourage private investment. The creation of climates favorable to private 
investment is the responsibility of all countries, but especially of those countries 
in need of capital for economic development purposes. It is essential that coun- 
tries seeking investment capital demonstrate, both by attitude and action, that 
they welcome the investment of private capital and that they will deal with 
it in a fair and nondiscriminatory manner. Our own Government can and 
should aid in the creation abroad of climates conducive to private investment by 
the conclusion of treaties of friendship, commerce and navigation, tax conven- 
tions and other appropriate agreements with countries with which such agree- 
ments do not now exist, and by the revision and modernization, where necessary, 
of existing agreements. 

In addition to the creation of more favorable climates for private investment 
abroad, there is need also for constant and continuing cooperation between the 
United States Government and American private enterprisers in anticipating 
and meeting the problems which arise in the normal course of the conduct of 
America’s foreign trade and investment. 


Iil 


The convention holds that maintenance of the principle of sanctity of contract 
is fundamental to the whole process of international trade and investment. 
Without sanctity of contract there can be no respect for private property rights, 
and no reliance upon agreements made between nation and nation, or between 
nations and private parties, or between the private parties themselves. 

The deterioration of respect for solemnly undertaken obligations has spread 
dangerously since the Second World War. As each lapse is condoned on grounds 
of expediency, others will occur. It is our responsibility as a member of the 
world community not to condone any deviation from the principles of integrity 
which are inherent in the concept of property rights, and which are, in conse- 
quence, essential to the achievement of world security and world economic ad- 
vancement. The convention holds that no country in which a proper recognition 
of the sanctity of contract is lacking can be a healthy or useful part of a free 
world. 

XV 


Relatively few treaties of friendship, commerce and navigation have been con- 
cluded by this country in recent years. The convention urges that negotiations 
looking toward the conclusion of commercial treaties between the United States 
and countries with which such treaties do not now exist be accelerated, with a 
view to placing our international commercial relations on a sounder basis. It 
further urges that existing treaties which do not meet present-day requirements 
be revised or replaced by modern treaties. 

Recent events serve to dramatize the real need for extending to American 
enterprises in foreign countries the protection which treaties of friendship, com- 
merce and navigation afford. 

xVI 


The convention holds that the international trade and investinent essential to 
the economic development of nations demands respect for and effective protection 
of proprietary rights. 

Private industry has, in general, been responsible for the development and 
compilation of the technical industrial information required for the successful 
application of modern manufacturing processes. The dissemination of such in- 
formation is usually based on contractual relationships, and the benefits derived 
from such dissemination are dependent upon the faithful observance of the terms 
of the contracts. 

The convention holds that technical industrial information is entitled to pro- 
tection as effective as that accorded to any other property right, and it believes 
that economic development will be enhanced in those nations which provide the 
necessary protection. 
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TEXT OF MESSAGE FROM THE PRESIDENT OF THE UNITED STATES TO 43D NATIONAL 
FOREIGN TRADE CONVENTION 


THE WHITE Hovusg, 


Washington, D. C., November 12, 1956. 
Mr. Rosert F. Loree, 


Chairman, National Foreign Trade Council, Inc., 
New York, N. Y.: 

To the 43d National Foreign Trade Convention meeting in New York, I send 
greetings. 

Security and prosperity are promoted by foreign trade and investment. This 
theme of yours is central to the foreign policy of our Government. In recent 
years there has been a significant expansion of world trade and investment. 
This is now threatened from many sides but we must continue in our efforts to 
strengthen the climate of confidence in which trade between nations can flourish 
for the well-being of all. 

Best wishes for a successful convention. 

Dwient D. EISENHOWER. 


PoLicy DECLARATIONS ON WoRLD AFFAIRS, CHAMBER OF COMMERCE OF THE UNITED 
STATES, 1956 


PROTECTION OF FOREIGN INVESTMENTS 


Members of the Chamber of Commerce of the United States, reflecting the 
views and recommendations of every segment of business and every geographic 
area in America, have issued a declaration of policy regarding the protection 
of foreign investments. The statement of policy is summarized as follows: 
“Investment of American private capital in foreign countries should be safe- 
guarded and encouraged through bilateral or multilateral agreements fostered 
by our Government. <A vigorous policy should be pursued against any measures 
of foreign countries which are hostile to or discriminate against American in- 
vestors or investments. Assurances are needed of a fair and nondiscriminatory 
treatment for existing and future investments. Pledges should be sought from 
foreign nations against expropriation of property of investors without prompt, 
adequate, and effective compensation. There should be certainty as to the 
ability of investors to repatriate reasonable earnings, amortize investments, 
and utilize their manufacturing and management techniques. * * * There is 
need for worldwide recognition of the sanctity of contract. Agreements made 
within the general legal framework or in the form of specific contracts should 
be honored fully in letter and spirit. Modifications should be by mutual consent. 
This is of special importance when governments are parties to agreements or 
partners in enterprises. * * * Adequate safeguards for existing investments 
and for encouragement of a continued flow of new capital would increase the 
productivity of recipient countries and keep open the channels of private enter- 
prise.” [Italic added.] 


Mr. Hays of Arkansas. If there is nothing further, the subcom- 
mittee will go into executive session. 

(Whereupon, at 11:45 a. m., the subcommittee went into executive 
session. ) 
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WEDNESDAY, MARCH 13, 1957 


House or REPRESENTATIVES, 
Ap Hoc Suscommirrer on Houses Jornt Resoivution 160 
OF THE CoMMITTER ON ForerGn AFFaIRs, 
Washington, D. C. 


The subcommittee met, pursuant to call, at 10:30 a. m., in 
room G-3, United States Capitol, Hon. Brooks Hays (chairman of 
the subcommittee) presiding. 

Mr. Hays of Arkansas. The subcommittee will be in order. Before 
hearing the representative of the Department of Commerce, I would 
like to insert in the record, without objection, a communication from 
the Jewish War Veterans of the United States of America, and ask 
they be extended in the record, with their explanatory statement: 


In reference to letter and statement forwarded to you under date of March 
5, 1957, we would like to call your attention that the position taken by the 
Jewish War Veterans was done so with the understanding as expressed by Hon. 
Armistead I. Selden, Jr., that he would propose an amendment to the resolution 
so that all of its terms would apply to future investments covered by this 
resolution. 

This organization has long ago taken the position that it is opposed to the 
return to German and Japanese nationals of the property taken by the Alien 
Property Custodian during World War II. The position of this organization 
has not changed and we would not be in favor of any legislation which has as 
one of its results, even though indirect, the return of these assets. 


JEWISH WAR VETERANS OF THE UNITep STATES OF AMERICA, 
Washington, D. C., March 5, 1957. 
Hon. Brooxs Hays, 
Chairman, Ad Hoc Subcommittee, 
House Office Building, Washington, D. C. 

My DEAR CONGRESSMAN: The Jewish War Veterans of the United States has 
been concerned for some time by communism’s use of economic weapons to pene- 
trate and subvert countries that have recently emerged from colonial rule. 

Hitherto, our Government has sought to offset this form of Communist aggres- 
sion with a variety of programs. We have used technical aid, loans and outright 
financial grants. Despite the expenditure of billions of American dollars, how- 
ever, we must face the fact that Communist politico-economic imperialism has 
been making dangerous headway. 

The Jewish War Veterans of the United States is convinced that the economic 
contest between the free world and the Soviets today represents the major area 
of conflict between freedom and slavery. The stakes are enormous. They 
involve the future economic and political orientation of millions of peoples on 
the Asian and African continents. If these people can be helped to raise their 
standards of living and develop economic self-reliance, they will be able to take 
the first long step toward political independence. If they do not achieve these 
objectives, they will be helpless to defend themselves against Communist infil- 
tration and ultimate captivity. 

The Jewish War Veterans of the United States believes that a fresh, dynamic 
approach to this problem is of the greatest urgency. Our conclusion is that one 
answer is to be found in a greater and more effective use of the American private 
enterprise system. 
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American industry has the tools to do a job in helping less developed countries 
to achieve economic self-dependence. Our industry has the technological know- 
how. It has the financial resources. It has demonstrated repeatedly its ability 
to help smaller nations develop their own manufacturing and managerial know- 
how. 

American private enterprise has so far invested almost 30 billions of dollars 
abroad. This investment represents less than 6 percent of the assets available 
to those American companies which have risked capital abroad. We are con- 
vinced that if a way can be found to strike a better balance between American 
governmental aid and expanded use of the resources and know-how of our pri- 
vate enterprise system, the Communist economic offensive can be effectively 
checked and, in the end, overcome. 

The Jewish War Veterans of the United States believes that a necessary pre- 
requisite for the effective utilization of our private industrial resources in this 
effort is the establishment of a climate of security for private foreign invest- 
ment. The United States now has treaties with a number of smaller countries 
which provide safeguards for the property rights of private investors of the 
respective signatories. House Joint Resolution 160 has as one of its stated 
objectives the establishment of a commission which would examine the possibility 
of developing an international code that could facilitate a greater flow of 
private capital overseas by improving the investment climate abroad. We 
believe this resolution is a constructive forward step in the direction of encour- 
aging private capital to play a more significant role in a vital area of our national 
security, an objective our organization endorses enthusiastically. 

Respectfully submitted. 

JEWISH War VETERANS OF THE UNITED STATES, 
By ABRAHAM KRADITOR, 


Chairman, Poreign Affairs Committee. 


Mr. Hays of Arkansas. I also have a letter from the Honorable 
Olin D. Johnston. The covering letter will not be inserted, but the 
formal statement addressed to the committee will be carried in the 
record at Senator Johnston’s request. (See p. 80.) 

I have a request, too, from General Klein that an oe entitled 
“A Businessman’s Philosophy for Foreign Affairs,” by J. Anthony 
Panuch, be extended as a part of his testimony. Be fore as sking the 
committee’s approval, I would like to ask Mr. Hill if it adds anything. 

Mr. Hix. I think it does; yes, sir . 

Mr. Sevpen. He mentioned that particular article in his testimony. 
I think he indicated after the hearing that he would try to obtain a 
copy and send it back to the committee. 

Mr. Hays of Arkansas. Without objection, it will be carried, with 
proper identification, at the end of General Klein’s testimony. (See 
p. 43.) 

Mr. Hays of Arkansas. Our witness this morning is Mr. Marshall 
Smith, Deputy Assistant Secretary for International Affairs, Depart- 
ment of Commerce. He has come at our request to amplify the state- 
ment of Secretary Weeks and to answer any questions. 

Mr. Smith, I want to tell you that the subcommittee appreciates the 
courtesy of your presence here. If you have a supplementary state- 
ment, you may proceed at this time. 


STATEMENT OF MARSHALL SMITH, DEPUTY ASSISTANT SECRE- 
TARY FOR INTERNATIONAL AFFAIRS, DEPARTMENT OF COM- 
MERCE 


Mr. Suirn. Thank you, Mr. Chairman, and gentlemen. In view 
of the interest which you have expressed in this matter and our rela- 
tionship to it, I have brought with me three of our Department of 
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Commerce people who are specialists in one way or another in this 
field. So, with your permission, I will call on them from time to time 
to assist me in answering some of the questions. 

Mr. Hays of Arkansas. We will be happy to have you do that. 
| had intended to introduce them later. I think it well if I identify 
them now for the record: Mr. Clarence Blau, Assistant to the Director, 

sureau of Foreign Commerce, Department of Commerce. The Chair 
is particularly glad to see Mr. Blau, with whom I was associated in 
the Department of Agriculture seve ‘al years ago. Mr, Samuel Pizer, 
Chief, International Investment Section, Balance of Payments Di- 
vision, Department of Commerce, and Mr. Nathan Ostroff, Assistant 
General Counsel, Department of Commerce. 

It is a pleasure to welcome Mr. Ostroff, Mr. Pizer, and Mr. Blau. 

Mr. Smirn. I appreciate this invitation to appear today and ex- 
plore further with the subcommittee the work of the Department of 
Commerce in the field of foreign private investment and the views of 
that Department with respect to House Joint Resolution 160. 

Since the Department’s views have already been put before the com- 
mittee in writing in some detail in the form of a report by Secretary 
Weeks, I propose not to make any elaborate preliminary statement 
but rather to try to answer such questions as the Congressmen present 
may wish to address tome. However, I request the indulgence of the 
committee to make two very brief comments about our position before 
submitting myself to questioning. 

(1) The Department of Commerce considers the problem of in- 
creasing our foreign private investment to be one of the most important 
and complex questions which the United States is facing today. It 
follows that we consider the subject matter of the proposed inquiry— 
except for the question of claims which has not been pressed in the 
course of the hearings—to be important and worthy of continuous 
serious consideration and study. 

The proposed resolution itself indicates some of the important re- 
lationships between private investment and other Government policies, 
programs, and problems in proposing that the Commission study the 
relationship of private investment to the programs of the Export- 
Import Bank and of the World Bank. But, there are many more 
relationships which must be considered. For example, the impact 
of our aid program on private investment is one of the most important 
of these questions and it has been given some consideration in the 
various studies of the aid program which both the executive and the 
legislative branches have now before them. Our tax treatment of 
foreign investment is another important such question. The attitude to 
private investment that other countries take affects the climate for in- 
vestment. Perhaps most important of all, the confidence which must 
form the basis of a private investor’s decision to invest is significantly 
affected by political considerations such as for example the events 
which have rocked the Middle East since midsummer of last year. 

There is no suggestion on the part of the Department of Com- 
merce, nor as I read its testimony on the part of the Department of 
State, that these questions are questions for the executive branch alone. 
We welcome consideration of these problems by the Congress and will 
he glad to cooperate in every possible way with the committees of the 
Congress which may give consideration to them. 
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Moreover, within the executive branch itself these are not problems 
which can be considered by 1 or 2 departments. The complex series 
of relationships which I have previously alluded to make it inevitable 
that the Departments of State and Commerce consider the problems 
of private investment in constant consultation with a number of other 
executive agencies. 

We suggest in all earnestness that this complex series of problems 
which is constantly being affected by changes of a political, economic, 
military, and legislative character can best be studied by the regularly 
constituted committees of the Congress and their permanent staffs as 
well as by the executive agencies. “What is called for in our opinion, 
is continuing consideration rather than the one-time study which a 
commission could give. 

Moreover, consi eration by the committees of the Congress and the 
executive agencies is a good way of insuring that the viewpoint of the 
business community and other informed parts of our citizenry are 
brought to bear upon these problems. The Congress, of course, has 
facilities for requesting people to appear before them for he: arings. 
We in the executive branch have our public advisory committees and 
our daily contacts with the investing public. 

In his comments of March 1 addressed to your chairman, the Secre- 
tary of Commerce dealt with House Joint Resolution 160 not from the 
standpoint of criticizing the objectives of this resolution, but rather 
from the standpoint of the difficulties inherent in effective realization 
of these objectives within the amen of a formally constituted 

commission. As in many other areas of concern to our country in the 
international economic field, seaiel are many Government agencies in- 
volved in such activities, all of which contribute toward our basic 
objectives. The evaluation of these activities by C ongress is an un- 
dertaking which I am sure would have the support of the Secretary of 
Commerce and those of us who are involved in these international 
operations. 

Mr. Hays of Arkansas. Mr. Selden. 

Mr. Seven. Mr. Smith, thank you very much for your statement. 
We appreciate your appearing this morning to clarify the Secretary’s 
statement. There are several questions that I would like to ask you. 

Do you have a copy of Secretary Weeks’ statement? 

Mr. Samir. Yes, sir. 

Mr. Setpen. On page 3 of his statement he goes into the bilateral 
approach that is now being undertaken by the State Department. In 
the last sentence of paragraph 2 on that page it is stated, “This bi- 
lateral approach has also received the uniform approbation of the 
business community.” Would you consider the National Foreign 
Trade Council as a representative cross section of the business 
community ¢ 

Mr. Smirn. Yes; I would so far as it represents that part of the 
community which is p rimarily concerned with international affairs. 

Mr. Sevpen. Do you refer specifically to international trade ? 

Mr. Suirn. Yes. 

Mr. Sevpen. I was looking recently at this program of the conven- 
tion of the National Foreign Trade Council that was held in New 
York on the 26th, 27th, and 28th of November 1956. I believe that 
there were representatives there from the Commerce Department ? 

Mr. Smrru. That is correct. 
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Mr. Sevpen. Did you and your assistants attend the convention / 

Mr. Smirn. I was there the first morning only, Mr. Selden. Some 
of our assistants, I think, were there at other times. 

Mr. Sevven. I thought a some of you might have been there 
as I noticed that Mr. Weeks made the opening address. I wanted to 

2ad to you from their recommendations to show that possibly this 
bil: ateral approach doesn’t have the uniform approbation of all of the 
business community. I would like to quote, in part, from the first 
recommendation that this convention made: 

* * * In order that the free world may move boldly toward the goal of a 
great and expanding volume of international trade, the convention calls for vigor- 
ous and continuing efforts on the part of our Government to secure the attain- 
ment and maintenance of an international trading system, multilateral in char- 
acter and free of discriminations and burdensome restrictions, which will afford 
access on substantially equal terms to materials and markets. It calls too, as 
essential to the achievement of this goal, for the adoption and effective applica- 
cation everywhere of governmental policies and practices which will tend to 
encourage trade within and among nations. 


The second recommendation states in part 


* * * Tn addition to the creation of more favorable climates for private invest- 
ment abroad, there is need also for constant and continuing cooperation between 
the United States Government and American private enterprises in anticipating 
and meeting the problems which arise in the normal course of the conduct of 
America’s foreign trade and investment. 


The third recommendation which I shall read in full, states: 
III 


Sanctity of contract. The convention holds that maintenance of the principle 
of sanctity of contract is fundamental to the whole process of international trade 
and investment. Without sanctity of contract there can be no respect for 
private property rights, and no reliance upon agreements made between nation 
and nation, or between nations and private parties, or between the private 
parties themselves. 

The deterioration of respect for solemnly undertaken obligations has spread 
dangerously since the Second World War. As each lapse is condoned on grounds 
of expediency, others will occur. It is our responsibility as a member of the 
world community not to condone any deviation from the principles of integrity 
which are inherent in the concept of property rights, and which are, in conse- 
quence, essential to the achievement of world security and world economic ad- 
vancement. The convention holds that no country in which a proper recogni- 
tion of the sanctity of contract is lacking can be a healthy or useful part of 
a free world. 

I point that out to show that this group, who you said were repre- 
sentative of the business community and in the international field, 
does not necessarily approve its bilateral approach. As a matter of 
fact, they recommended at their convention that a multilateral ap- 
proach be gone into. 

Mr. Smirn. Mr. Chairman, may I comment? 

Mr. Seven. Yes, sir. I want your comments. 

Mr. Suiru. As I read that, the opening paragraph there relates 
toa multilateral trading system. I think that a multilateral approach 
in matters of trade does not carry with it all of the difficulties which 
we believe are inherent in a multilateral approach toward developing 
widespread acceptance by other nations of the basic principles to 
which we adhere. 

The reason I say that is this: Trade is the sum total of millions 
of individual transactions. Foreign trade becomes the most compli- 
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cated sort of multilateral operations that could be conceived of. 
Therefore, even though the multilateral agreements which govern 
our trade relations with other countries may not be all that we would 
like to have them, for practical reasons we think that is probably the 
best approach, in spite of the difficulty of getting an acceptance imul- 
tilaterally for the principles that we would like to see accepted. 

On the other hand, investment doesn’t involve millions of transac- 
tions. It involves perhaps hundreds or at most a few thousand in the 
course of a year. I am speaking now of investment other than a 
simple purchase of a share of stock in a foreign corporation. Invest- 
ment involves, as a rule, larger sums and takes much more time to 
consummate. It involves highly specialized treatment by our Govern- 
ment, by the foreign government, by the investor, and by his foreign 
counterpart. There are not only ‘differences in the w ay various coun- 
tries treat private capital but the treatment varies according to the 
type of investment, and in fact according to specific items of ‘produc- 
tion that are involved. So even, let us say, a situation which we would 
feel was very unsatisfactory in one given country might be unsatis- 
factory only in relation to a specific transaction and might be quite 
satisfactory in relation to another transaction. So I do think that 
you have to say while we would like a multilateral approach, a multi- 
lateral solution of all these problems, we are concerned with the prac- 
tical aspects rather than the basic principles to which we would cer- 
tainly agree. I am not saying that we would oppose a multilateral 
system. We would certainly welcome it if we thought that we could 
thereby improve the situation. 

Mr. Sexpen. Thank you, sir. May I go ahead, Mr. Chairman ? 

Mr. Hays of Arkansas. Yes, indeed. 

Mr. Sexpen. I was afraid I had exceeded my allotted time. 

Mr. Hays of Arkansas. Without objection, we will waive the 5- 
minute rule. We have only one witness this morning. Since you are 
the author of the resolution, I think the committee would want you to 
go ahead. 

Mr. Sexpen. Mr. Smith, you stated that a multilateral approach 
would be welcomed if it could be worked out. Of course, we are aware 
that there have been attempts at multilateral negotiations that have 
failed. Do you feel that these failures should bar further efforts in 
that direction ? 

Mr. Smirn. No, Congressman; I wouldn’t say that. I am sure that 
we should never stop trying, particularly in this area of international 
economic relations. It is a changing world. 

Mr. Sexpen. Isn’t there the possibility that a new approach might 
be productive of results? 

Mr. SmitH. Congressman, I would certainly not attempt to put my 
judgment over that of you or the other members of the committee or, 
for that matter, any of your witnesses. I am merely trying to take a 
position based upon our experience in trying to work out the practical 
basis for advancing our objectives in this area of investment. 

Mr. Sevpen. In other words, you oppose it on the basis of your pre- 
vious experience and not on a basis of the principle involved in the 
resolution ? 

Mr. Smaru. I think that is correct. 

Mr. Setpen. I notice that Secretary Weeks pointed out that con- 
tinuous study of commercial statistics is underway, but he implied in 





‘ 
} 
; 
1 





at 
al 


ht 


ny 
or; 
a 


al 
he 


n- 
in 


PROTECTION OF PRIVATE INVESTMENTS OVERSEAS 75 


his statement that improvements in reporting would require addi- 
tional appropriations and additional personnel. You will notice up 
in paragraph 1 on page 4 he said— 

The question of the adequacy of our efforts, however, and the desirability of 
their expansion can be hetter dealt with by consideration of these issues by the 
Budget Bureau and the appropriations committees of the House and the Senate 
rather than by « public commission of the type contemplated by the proposed 
resolution. 

I gather from his statement it would require additional appropria- 
tion and additional personnel in order to improve the reporting sys- 
tem ¢ , 

Mr. Surrn. Yes, Congressman, I think that is correct. I know of 
| or 2 specific programs that we would feel would add to the effective- 
ness of our efforts abroad, and they certainly would take funds beyond 
those presently appropriated. riots, 

Mr. Seipen. Would the Department like to expand its operation in 
that field ? 

Mr. Smirn. I would not want to speak, Congressman, on what I 
personally would like. I am certainly not in a position to say at this 
moment what the Secretary would want to do. We have had these 
things under consideration just recently. It is a question of whether 
or not the Secretary would consider that this time is opportune to ask 
for these funds. 

Mr. Setven. Although the Department of Commerce reports to 
some extent on the laws and the regulations of foreign governments 
having to do with nationalization, expropriation and confiscation, 
does the Department of Commerce or the State Department make any 
real effort to forcefully present the American pon in opposition 
to activities of this sort by foreign governments ? 

Mr. Smirx. Congressman, we in the Department of Commerce 
never fail to take advantage of opportunities in meeting with foreign 
government officials who come to the United States, and occasionally 
we have the opportunity of talking to them abroad and stress what 
we think is in our mutual interest but which they sometimes don’t 
recognize. 

“Forcefully” is a matter of degree. I would certainly not say that 
we are forceful in this respect. If any pressure is to be used, we 
would defer to the State Department. I think all we can do ourselves 
is to try to present facts and argue for them as logically as we can. 

Mr. Seipen. Has there ever been any clear-cut statement issued by 
the Department of Commerce or by the State Department on the sub- 
ject of expropriation, nationalization or confiscation ? 

Mr. Sir. I would like to ask one of my assistants. I doubt it, 
but we could make a check. I would assume that if such a statement 
were made it would be a statement by the administration rather than 
by the Department. It would certainly be of such importance that it 
would want to be cleared by all interested agencies. 

Mr. Setpen. Do you mean clearance by your Department and the 
State Department? 

_ Mr. Smirn. There may be something preceding my present activi- 
ties. I wouldn’t know. We would be glad to look into it. 

Mr. Seipen. I want to thank you again for your statement, because 
I feel it has clarified to some extent the statement of Secretary Weeks. 
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I am very pleased that, in effect, you have taken the position that 
although there have been failures in the past, as far as a multilateral 
approach is concerned, the Department would not oppose further 
studies along this line. 


Thank you, Mr. Chairman. 


STATEMENT OF NATHAN OSTROFF, ASSISTANT GENERAL 
COUNSEL, DEPARTMENT OF COMMERCE 


Mr. Osrrorr. Excuse me one moment. I think Mr. Selden would 
want to know that the National Foreign Trade Convention at the 
same occasion did go on record as endorsing the Government’s pro- 
gram on these commercial treaties. 

Mr. Sextpen. However, it did in its resolution urge that the multi- 
lateral approach be considered ; did it not ¢ 

Mr. Ostrorr. What they urged was that the multilateral objective 
be sought. The method that they talked about was the method that 
the Government is continuing. As a matter of fact, it is very brief, 
and I can read it to you. 

The convention urges that negotiations looking toward the conclusion of com- 
mercial treaties between the United States and countries with which such 
treaties do not now exist be accelerated, with a view to placing our interna- 
tional commercial relations on a sounder basis. It further urges that existing 
treaties Which do not meet present-day requirements be revised or replaced by 
modern treaties. 

I might mention there that you will recall in the Deputy Assistant 
Secretary of State’s testimony there was a reference to the fact 
that: the: program does include both new treaties:and modification of 
existing treaties. 

Recent events tend to dramatize the real need for extending to American 
enterprises in foreign countries the protection which treaties of friendship, 
commerce, and navigation afford. 

This is what we were referring to when we said our view does have 
the endorsement of the trade organizations. It does also have the 
approval of Congress in the Mutual Security Act. 

Mr. Sevpen. I am not opposed to the bilateral approach. How- 
ever, I think the statement you have just read shows it 1s moving very 
slowly. As a matter of fact the resolution asks that this pr ogram be 
accelerated, A study by this Commission that is proposed in House 
Joint Resolution 160 could go into the bilateral approach also. 

I pointed out in my statement, and I will read it to you in a mo- 
ment, that I felt the multilateral approach would be good if it could 
be accomplished but, if not, ce cae the proposed Commission could 
accomplish a good purpose by finding ways and means of speeding 
up and bettering the bilateral approach. 

I am sure you would have no objection to a study along those lines, 
incorporated with the overall study. 

Mr. Osrrorr. I am sure there would be no objection. But there 
would be a question of just what is holding these things down. The 
fact of the matter is they have been going on in a rather substantial 
pace. There are roughly 15 or 16. 

Mr. Setpen. In my opinion, only 15 since World War II is a 
rather slow pace. That covers a period of 12 years. 
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Mr. Smirn. With reference to the time it takes to get these treaties 
ratified, I think it is only fair to say that international treaties usually 
are ratified as rapidly as it appears to be to the benefit of the interested 
parties. 
Mr. Sevpen. Mr. Chairman, I will read the portion of my statement 
to which I referred: 
However, should the contemplated study reveal that a code or convention is not 
feasible, ways, means, and methods may be developed as a result of the study 
whereby our bilateral or multilateral treaties of friendship, commerce, and 


navigation may be revised, brought up to date, and extended. The primary 
purpose of the resolution is to make a study which will result in the production 


of climates favorably conducive to trade, thereby affording to American overseas 


investments the security to which they are entitled. 


I wouldn’t want to confine this study to multilateral treaties only. 
The whole field may be covered under the terms. Thank you, Mr. 
Chairman. 

Mr. Hays of Arkansas. Mr. Pilcher. 

Mr. Pitcuer. Mr. Smith, as I understand it, the Commerce Depart- 
ment is in sympathy with what this resolution would hope to achieve 
but it is just the method. You state, I believe, that you would rather 
have it done by committees of Congress or the executive agencies. 

Mr. Smiru. Congressman Pilcher, there are two aspects here. Ob- 
viously Congress, through either this or any other committee which 
is inter ested, is going to keep a watchful eye on the work done by 
the executive branch and all of the various agencies that are involved 
in this matter. 

The accomplishment or, let us say, improvement of the present pro- 
gram, of course, is something also to which Congress might well point. 

I think we have no fault to find with the objectives, and we merely 
suggested that any committee of Congress would be in a position to 
review pretty much what the Commission would propose to do. 

Mr. Pitcuerr. I believe you state what is called for is a continuing 
consideration rather than a onetime study ¢ 

Mr. Smirn. Exactly. 

Mr. Pricer. You know, these committees of Congress, as busy 
as we are, as many things as we have, lots of times they don’t get the 
consideration that something like this should have. 

I would like to insert in the record here just one paragraph of the 
Report to the President by the President’s Citizen Advisers on the 
Mutual Security Program, ‘dated March 1, 1957, of which Mr. Fairless 
was coordinator, headed, “The Importance of Private Capital.” 

(The matter referred to is as follows :) 


THE IMPORTANCE OF PRIVATE CAPITAL 


Foreign investment of private capital is far more desirable than investment 
by Government; and during the past fiscal year it appears that there was approxi- 
mately $3.7 billion of new, private United States investment abroad. Such in- 
vestments provide much more than capital to the cause of economic development, 
for they carry with them the initiative, the managerial skill, and the technical 
aptitude which have proven of great worth to the American economy. 

Moreover, private capital does not constitute a drain on the taxpayer. Indeed, 
to the extent that private capital can proceed, the burden on the American tax- 
payer can be reduced without impairment of that economic development of the 
free world which is so essential to the realization of American aspirations. 
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Beyond that, private American capital can join more easily with private capital 
in other countries than can Government investment. 

We believe, therefore, that the United States Government should increase its 
efforts to make known, both at home and abroad, the productive contributions 
and possibilities of private capital. This can and should be done by our diplo- 
matic missions and by friendship and commerce treaties. In our opinion, this 
effort has not been pursued, thus far, with the vigor that the obvious benefits 
of such an undertaking would justify. 

We also believe that the Government should move promptly to increase the 
incentives for private investment abroad by providing more equitable taxation 
of foreign business income. 

In the aggregate, the role of foreign government is far larger than ours in 
determining the climate for private investment abroad; and this is a fact which 
should be continually emphasized. But shortcomings abroad are no excuse for 
failure on our part to remove the obstacles for which we are responsible. 

Mr. Prvcuer. They don’t seem to be exactly satisfied, with the 
progress we have made, with the desire to see us take a new book, to 
examine it with more vigor. 

Why would a commission like this not be good? Why wouldn’t that 
be better? I can’t see where you people object to a resolution like this. 
It looks to me like it would play right along with you people to work 
out some of these problems. You know your reason. 

I am just talking as a small-business man. I know you can sit 
down across the table and negotiate lots of times better than any other 
way. That is all. 

Mr. Haysof Arkansas. Thank you, Mr. Pilcher. Do you have any 
comment ? 

Mr. Smiru. No, sir. 

Mr. Hays of Arkansas. Mr. Carnahan, do you have any questions? 

Mr. Carnanan. Iam not a member of your subcommittee. 

Mr. Hays of Arkansas. We are glad that you could be here and have 
an interest in what we are doing. 

Mr. Carnanan. Mr. Smith, as you indicated in your statement and to 
Mr. Pilcher’s question, that you favor a continuing study by one of 
the regular congressional committees rather than a study by a formally 
constituted commission. You state it is a rather « omplex problem and 
many different groups in the executive branch are making studies. 

Are these varied findings brought. together in any overall evaluation 
or recommendations ? 

Mr. Sir. Yes, sir. The National Advisory Council on Inter- 
national Monetary and Financial Problems as well as the Council on 
Foreign Economic Policy has dealt with it very substantially over 
the past 2 years, and certainly many activities now underway are the 
result of those studies. 

Might I say a little further, in amplification of our attitude, that we 
find not hing wrong with the objectives of the Commission. I think the 
real difference between the Commission and a committee of Congress 
in our view is that while a commission might find ways for improve- 
ment, this is a continuing problem, and a problem which involves con- 
tinually changing condtions, both in respect to our own investment 
attitudes as well as those of foreign countries. 

So that even though the Commission might well be successful in 
pointing out ways to improve, our real concern is that would not be 
the end, that this is a continuing effort and that I assume Congress 
would want to take a continuing look at what we are doing. 
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Mr. Carnanan. I was thinking that there should be some value in 
bringing together what we know up to a certain point. That wouldn’t 
mean that there wouldn’t be a continuing study. Of course, the old 
saying is, “What is everybody’s business is s nobody’ s business.” I can’t 
see but that a commission to make an overall study and bring together 
what we have that is available to the Congress would be a worthy 
effort and should be of value. That is all, Mr. Chairman. 

Mr. Hays of Arkansas. Thank you, Mr. Carnahan. Mr. Farbstein. 

Mr. Faresrern. Thank you, Mr. Chairman. There is only one 
question that is in my mind. Is there a uniform arbitration agree- 
ment between anybody, between this country and any group of foreign 
countries ? 

Mr. Smiru. For the arbitration of commerce disputes ? 

Mr. Farestern. Yes. 

Mr. Smrru. I do not know of any—Mr. Blau is here, who is well 
informed on this subject. 


STATEMENT OF CLARENCE BLAU, ASSISTANT TO THE DIRECTOR, 
BUREAU OF FOREIGN COMMERCE, DEPARTMENT OF COMMERCE 


Mr. Buiav. The session of the meen and Social Council of the 
United Nations which met last year, last April in New York, called 
for a worldwide conference in 1958" I believe, to try and develop a 
better uniform code for the enforcement of arbitration awards among 
the United Nations. The United States abstained on that resolution 
of the Economic and Social Council because of the problems that the 
United States faces as a result of the complex of Federal-State 
relations. 

It has been the consistent practice of the United States Government 
since its very formation not to enter into agreements with other coun- 
tries which affect the judicial processes of the several States. It was 
the feeling of the United States Government representatives that that 
policy, that long-standing policy made it impossible for the United 
States Government at this time to enter into an agreement of that 
character. 

Mr. Farssrern. What happens if a United States business concern 
has a claim against a foreign organization? Where does the lawsuit 
commence ¢ 

Mr. Buav. That, of course, would depend upon the jurisdictional 
situation that happens to arise. The situation, of course, as I assume 
you know, is that most foreigners can very easily enforce arbitration 
awards against United States citizens. For ex: imple, the State of 
New York, which does a very large proportion of other foreign busi- 
ness, has a modern arbitration code which permits the enforcement 
of these awards. Also the Federal Arbitration Code is very modern 
and, of course, foreigners can get into the Federal courts under the 
diversity of citizen principle whenever the amount is over $3,000. Of 
course, nobody is going to go to an expensive international arbitra- 
tion on a smaller claim. So the practical situation is that the for- 
eigner can always enforce against us but that we, our citizens, some- 
times have difficulties. 

I should have said that there are two older conventions on arbitra- 
tion which are now in existence; the United States is not an adherent 
to either one of them because of the same constitutional—political 
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problems between the States and the Federal Government which I 
mentioned earlier. 

Mr. Farestern. Has any effort been made to try to adjust the dif- 
ferences insofar as the application of State, Federal rule or law 
against foreign entities ? 

Mr. Buav. I don’t know, sir. As you know, there is a commission 
on uniform State laws in the commercial field, and it has made some 
progress. This business of adjusting the laws among States even 
when the States have a common legal background, as most of our 
States do, is even more time consuming than the negotiation of com- 
mercial treaties, 

Mr. Farpsstern. What I am driving at is that a commission of this 
type—let me put it to you in the form of a question, although I don’ . 
know if I have the right to do so—do you think that any effort by 
congressional commission to study or to learn whether or not a uni- 
form arbitration set of rules or regulations could be worked out might 
not be salutary? It isa tough question, I appreciate. I would like to 
get the best opinion. 

Mr. Buav. I would put it this way, that I am certain that the De- 
partment of Commerce feels quite strongly that it would be desirable 
if these political difficulties which I have mentioned could be swept 
away somehow. I don’t know if a commission could do it or whether 
a different approach is better to that problem. A uniform code of 
arbitration would be very helpful to businessmen. 

Mr. Farestetn. That is all. 

Mr. Hays of Arkansas. Thank you very much, Mr. Smith, and your 
staff. 

(Whereupon, at 11:17 a. m., the subcommittee hearing was ad- 
journed. ) 

(The following statements have been submitted for inclusion in the 
record :) 





STATEMENT OF Hon. OLIN D. JOHNSTON, UNITED STATES SENATOR FROM THE STATE 
or SourH CAROLINA, IN THE CONSIDERATION OF HoUsEe JoInT Reso.vrion 160 


Mr. Chairman Hays and Members of the subecommitee, I want to thank you 
for the invitation to appear in person, or in the alternative to submit a state- 
ment for the record in reference to House Joint Resolution 160. 

As Members of Congress, you above all others will readily realize our manifold 
commitments and the diversified demands upon us by our committee and subcom- 
mittee engagements. Let me illustrate in a measurue from a personal point of 
view the scope of these requirements. As chairman of the Post Office and Civil 
Service Committee of the Senate, having jurisdiction over postal affairs, with 
37.409 post offices, and our civil service with its more than 2 million employees, 
a vast amount of detail work is imposed upon me. As the third ranking member 
of the Judiciary Committee of the Senate, through which over 50 percent of 
our national legislation is channeled, and being chairman of 2 of its subcom- 
mittees and a member of 5 other of its subcommittees, further large drafts are 
made upon my time and resources. As ranking member of the Senate Agri- 
culture Committee, which is perplexed with the diversities and complexities of 
our firm and related problems, it becomes apparent that many engagements, 
pressing and important as they are, must be met in the fashion I am forced to 
adopt now. Solely for these reasons, and much to my personal regret, as I had 
wished to appear in person, I must beg your indulgence by submitting this 
statement for the record you are now making. 

The provisions of House Joint Resolution 160 are comparable in intent and 
objectives to Senate Joint Resolution 21, of which I am the author. 

It is no gratuity on my part to assert that I favor this resolution. I favor it 
because it is needed. Moreover, I favor it because those most vitally affected 
have emphasized the necessity for a countermeasure to the existing lethargy in 
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the promoting and obtaining of the protection and security essential to American 
foreign investments. 

By the terms of House Joint Resolution 160 (like 8S. J. Res. 21), authority 
is vested in the President, the President of the Senate and the Speaker of the 
House to appoint the members of a bipartisan commission so that its mem- 
bership may be entirely nonpartisan. What is needed is not just another 
commission, but one whose membership is inspired and dedicated to render- 
ing a future service to those we have encouraged to invest abroad in our name. 
Such competence exists among the Members of the House and Senate as well 
as in our executive departments and in the business world. I have no hesi- 
taney in expressing the feeling that the several phases of business, banking and 
the professions most interested will suggest to the President, the President of 
the Senate and the Speaker of the House eligible Americans to help man and 
perform the duties of the Commission. Competently staffed, with an adequate 
appropriation, worthwhile and constructive results can easly be achieved in a 
field of study urgently requiring the immediate consideration of the Congress 
and the American people generally. 

The committee is entitled to know the genesis of my concern and interest in 
the problems posed for study by the resolution. 

The Judiciary Committee of the Senate considers the vast field of claims by 
our citizens against the Government arising from strictly moral obligations not 
covered by the Federal Torts Act or other national laws providing indemnity 
for losses occurring to our citizens. I have for a long time labored under a 
compelling conviction that it was morally wrong for our Government, by every 
means at its command, to urge and to assist our citizens, individually or collec- 
tively, to engage in foreign commerce, trade or the investment of capital without 
at the same time to promote with like vigor by all available means at its com- 
mand, essential measures for the protection and security of such trade and invest- 
ments. 

There are lodged in one agency of our Government alone over $300 million in 
American claims. Congress has yet to consider legislation to satisfy them. 
This is by no means all of the potential claims. Others arise daily which we 
consider by special bills introduced in the House and the Senate. True, a large 
number of these are war claims. Their basis is the moral obligation of the United 
States to its own citizens and which find no existing statutory relief. Relief in 
piecemeal fashion is unsatisfactory. Prevention of the creation of these claims 
in the first instance is better than any cure, once they exist. Yet these claims 
are constantly laid in the lap of the Congress for study and solution. Thus 
arises another potent factor requiring a minute and painstaking study by every 
element of business and every agency of Government seeking remedies and solu- 
tions. To default from a study now is to complicate and compound our failures. 
Our inattention to the recurring problems created by them will only increase 
and intensify their burden. This burden in the form of taxation falls on all 
Americans alike. 

If one were to ask for a simple statement of the primary cause of world 
tensions today, the answer might well be “the lack of economic and material 
security.” Whether this is due to differing moral concepts or regressions, the 
inadequacies of international law or to our own neglect in producing through 
education or otherwise favorable climates for investments or whether the 
solution lies in the execution of additional bilateral treaties, or multilateral 
treaties or in some code, system, set of rules, or standards of ethics of just and 
enlightened treatment of human and property rights are questions which seem 
to me to imperatively require the warmest consideration and the most thorough 
study. In my opinion, Congress, acting in closest concert with our executive 
departments and agencies, as well as by those in business and industry who 
have the largest immediate personal stake involved, should be responsible for 
such a study. 

The present world crises in the Middle East which has made such a heavy 
demand on the time of Congress stem largely from problems which we must not 
admit are insoluble. One of the basic causes in the breakdown is the disregard of 
governments and their peoples in the sanctity of their contractual obligations as 
we Americans understand and use the term. These problems and their possible 
consequences accentuate the demand for more than palliative measures. Seda- 
tives to ease the existing pains afford no permanent cure or solution of them. 

At the outset, let me say that the studies, and they are only studies, contem- 
plated by the resolution are to develop ways and means for the future considera- 
tion by the Congress, by the executive and by business generally. Any current 
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problem facing the Congress must be dealt with according to existing legislation, 
practices, and proposals, but always in conformity with what is in the best 
interests of our own country. The resolution is entirely prospective in nature. 
Hence, in House Joint Resolution 160, we wish to look forward and to anticipate 
future demands and to do now what we may to protect Americans investing 
abroad from the penalties of improper, arbitrary, or unjust (1) interdiction, (2) 
nationalization, (8) expropriation, or (4) confiscation. 

My attention was first attracted to these problems by the resolutions and 
declarations of policy of the United States Chamber of Commerce of 1956 and 
those of the 48d Convention of our National Foreign Trade Council. The latter 
convention was held in New York on November 26, 27, and 28, 1956. May I specifi- 
eally direct your attention to several striking portions of the recommendations 
of that declaration? The idea of a commission, studying the problems in- 
volved and formulating recommendations for the security and protection of our 
foreign investments, originated with me solely as a result of those declarations 
of policy. My own experience as a member of the Judiciary Committee fortified 
my conviction that in the consideration of legislation concerning claims against 
our Government, something should be done to lessen their amount and their 
potential. A discussion of the problem with my distinguished friend and fel- 
low South Carolinian, Hon. Bernard M. Baruch, reassured me of the compelling 
necessity for an overall study of the problems under the aegis of a commission 
especially constituted to focus its attention upon the related questions of 
protection and security of our foreign investments. Friends in the legal profes- 
sions, in banking and industry alike have encouraged the promotion of such 
studies. Mr. Wiggins, another fellow South Carolinian, a former Under Secre- 
tary of the Treasury, past president of the American Bankers Association and 
for many years its legislative counsel, shares my views wholeheartedly. 

To avoid recurring Claims controversies and to give Americans’ tnvesting 
abroad the measure of security and protection to which they are justly entitled 
should be matters of the greatest interest and concern to every Committee and 
subcommittee of the Congress and to every American who is either directly or 
indirectly affected by our foreign commerce or trade in all its aspects. 

In looking over the participants in the recent foreign trade convention in New 
York, I find that our executive departments and agencies participated in great 
strength in the deliberations. The Congress appropriated the money which de- 
frayed their expenses while they attended and participated in this convention. 
Our State Department sent six representatives. Other Government departments 
were represented about as follows: Defense Department, 1: Treasury De- 
partment, 4; Commerce Department, 51; Labor Department, 1; International 
Cooperation Administration, 24; and other departments and agencies, 24. 

It can well be assumed that by the participation of so many Government 
representatives at this convention, they either influenced the recommendations 
of the council, or should now be influenced by them. 

The question uppermost in the minds of those participating and in attendance, 
so far as the security of foreign investments is involved, found expression in the 
1st, 2d, 3d, 15th, and 16th recommendations of the convention of the council. 

I quote in part from the first recommendation : 

“In order that the free world may move boldly toward the goal of a great and 
expanding volume of international trade, the convention calls for vigorous and 
continuing efforts on the part of our Government to secure the attainment and 
maintenance of an international trading system, multilateral in character and 
free of discriminations and burdensome restrictions, which will afford access on 
substantially equal terms to materials and markets. It calls, too, as essential to 
the achievement of this goal, for the adoption and effective application every- 
where of governmental policies and practices which will tend to encourage trade 
within and among nations.” 

From the second recommendation, I quote: 

“In addition to the creation of more favorable climates for private invest- 
ment abroad, there is need also for constant and continuing cooperation hetween 
the United States Government and American private enterprisers in anticipating 
and meeting the problems which arise in the normal course of the conduct of 
America’s foreign trade and investment.” 

I quote the third recommendation in full: 

“The convention holds that maintenance of the principle of sanctity of con- 
tract is fundamental to the whole process of international trade and investment. 
Withont sanctity of contract there can be no respect for private property rights, 
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and noe reliance upon agreements made between nations and private parties, or 
between the private parties themselves. 

“The deterioration of respect for solemnly undertaken obligations has spread 
dangerously since the Second World War. As each lapse is condoned on grounds 
of expediency, others will occur. It is our responsibility as a member of the 
world community not to condone any deviation from the principles of integrity 
which are inherent in the concept of property rights, and which are, in conse- 
quenee, essential to the achievement of world security and world economic ad- 
vancement. The convention holds that no country in which a proper recognition 
of the sanctity of contract is lacking can be a healthy or useful part of a free 
world.” 

The core of the situation seeins to be summed up in the 15th and 16th recom- 
mendations relating to commercial treaties. They are as follows: 

“Commercial treaties.—Relatively few treaties of friendship, commerce, and 
navigation have been concluded by this country in recent years. The convention 
urges that negotiations looking toward the conclusion of commercial treaties 
between the United States and countries with which such treaties do not now 
exist be accelerated, with a view to placing our international commercial rela- 
tions on a sounder basis. It further urges that existing treaties which do not 
meet present-day requirements be revised or replaced by modern treaties. 

“Recent events serve to dramatize the real need for extending to American 
enterprises in foreign countries the protection which treaties of friendship, com- 
merece, and navigation afford.” 

“Proprietary rights.—The convention holds that the international trade and 
investment essential to the economic development of nations demands respect 
for and effective protection of proprietary rights. 

“Private industry has, in general, been responsible for the development and 
compilation of the technical industrial information required for the successful 
application of modern manufacturing processes. The dissemination of such in- 
formation is usually based on contractual relationships. and the benefits derived 
from such dissemination are dependent upon the faithful cbservance of the terms 
of the contracts. 

“The convention holds that technical industrial information is entitled to pro- 
tection as effective as that accorded to any other property right, and it believes 
that economic development will be enhanced in those nations which provide the 
necessary protection.” 

The recommendations of the recent convention should not fall upon deaf ears. 
They are both meaningful and purposeful. They are demanding and rightly so. 
We, in Congress, cannot, nor can they of the council, admit that the leading 
creditor nation of the world is lacking in sufficient ingenuity and foresight to 
devise the necessary ways and means of obtaining the security and protection 
which seems essential in the growth, development, and expansion of our foreign 
trade. 

The draft resolution merely provides a vehicle for a combined exploration and 
competent study by Representatives in the Congress, the executive agencies con- 
cerned and our citizen investors most vitally concerned. So far as I am person- 
ally concerned, and I believe I express the same sentiment for my distinguished 
friend, Mr. Selden, of Alabama, I take no particular pride in language employed 
in the resolution. We seek a like end objective—security and protection for 
current and futre foreign investments. We do not know what a thorough official 
study may reveal. We do not know what precise action is required—whether 
a code, a convention, a uniform set of rules of conduct, a statement of principles, 
or standards of conduct to which likeminded nations may subscribe will result. 
We must await the studies and the recommendations issuing from them. It is 
abundantly clear to me that something is needed more than what we have thus 
far done and I, for one, am unwilling to be satisfied with the present trembling 
state of insecurity. 

What we do know is that the vast imbalance existing between trade and com- 
merce on the one hand and the lack of security and protection on the other hand 
requires the fullest measure of objective study, coordination of effort, and effi- 
cient planning for the future. We do know that our efforts to provide se- 
curity and protection of our investments have not kept pace with our ever- 
expanding foreign commerce. We do know that Congress alone cannot solve the 
problem. Industry through the recommendations of its spokesmen admits its 
inability. The executive departments and agencies, while doing their utmost in 
several miscellaneous directions to promote trade and commerce, cannot alone 
meet the requirements of industry, the country, the Congress, and those of other 
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countries. A coordinated study by the Congress, the executive, and industry 
should result in some sort of recommendations for further congressional and more 
extended executive action. 

The resolution proposed will no doubt create more durable insurance for our 
future. At long last, business and industry are beginning to realize the Franken- 
stein monster created by some of our lavish expenditures for foreign aid in loans 
and grants. I have stood, at times, in a rather lonesome corner on some of our 
international boondoggling. My desire now is to do or try to do something more 
constructive and in a concrete way for the future than what we have heretofore 
done in the past. I believe now as I have always believed, that aid for humani- 
tarian, know-how, or technical purposes is essential, but to tax the entire Ameri- 
can people for projects which private business and enterprise are unwilling to 
sponsor is fundamentally wrong and improper. 

Now let me come to another basic fact in support of this resolution. There is 
no agency of the Government now which knows with any degree of competence 
the exact amount of American investments abroad. The surveys or statistical 
information released from time to time by the Department of Commerce is based 
entirely upon voluntary submissions. The figures in September of 1956 aggre- 
gated about $31 billion. Before the Internal Security Subcommittee of the Sen- 
ate, of which I have the honor of being a member, there was credible evidence in 
part 31 of the hearings on June 15, July 18, 24, and September 6, 1956, that in 
1954 our foreign investments aggregated over $42 billion. In fact the recent 
discussions of our Middle East difficulties revealed that a few American con- 
cerns have interests in no less than $95 billions worth of oil reserves in Saudi 
Arabia alone. Certainly the sand in Saudi Arabia is not so valuable. There- 
fore, we deal with an unknown and an unascertainable quantity when we spveak 
of our foreign investments in terms of dollar investments, 

Consideration has been given to the studies of the Commission on Foreign 
Economic Policy (Randall Commission). Those studies were directed toward 
the economic policy of the United States as it relates to existing difficulties in 
foreign commerce. Those studies were needed. Their value will constantly 
increase despite the lack of unanimity in their recommendations. On the subject 
matter of the pending resolution, however, the Randall Commission was 
unanimous: “Treaties of friendship, commerce, and navigation” follow rather 
than precede climates favorable to trade and commerce. 

We should now study every possible means whereby climates favorable to 
trade and commerce can be developed. Such development would naturally be 
followed by the execution of more treaties or the adoption of available substi- 
tutes. We cannot and we must not admit our failure or inability to solve the 
problem of creat'ng and providing favorable trade climates. Often it has been 
my privilege to say that 7 percent of the world’s population cannot support the 
remaining 93 percent. We possess neither the manpower nor the material re- 
sources to police the entire world. This we must admit, if we are intellectually 
honest. In consequence, my contention is that a commission competently con- 
stituted and adequately staffed, and dedicated to the single purpose of providing 
a greater measure of security and protection for American investments abroad 
is most desirable. Moreover, I feel a commission for such a study is quite 
necessary and essential. The appeals of the chamber of commerce and of the 
National Foreign Trade Council should be met not by temporizing measures but 
by affirmative congressional action. 

Referring once again to the extent and amount of our foreign investments, 
though their amounts vary and are shrouded in doubt, we know with some 
precision that all of us, as taxpayers, have an aggregate investment abroad 
through our Export-Import Bank of over $4 billion. All of us, as taxpayers, have 
an initial investment of over $4 billion in our defense installations throughout 
the world. We invested prior to World War II, $42 billion in lend-lease. We 
have thus far invested $55 billion in postwar loans and grants. We appropriate 
over $30 billion annually in defense of our way of life and our free enterprise 
system. Our international commitments through the International Monetary 
Fund and the World Bank for Reconstruction and Finance are great and becom- 
ing greater. How long can we be the banter for all the ills of the world? 
Should we not devise substitutes at less costs? 

Directly and indirectly, whether we wish it or not, we are wrapped up in 
world affairs to an alarming degree and in world investments in a most sub- 
stantial amount. No action, no steps, no measures reasonably calculated to 
preserve, protect, and secure these investments should be neglected. Proposals 
like those in House Joint Resolution 160 and Senate Joint Resolution 21 which 
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would gather together the separate abilities of the various committees in the 
Congress, the various abilities of the executive branch, and the abilities of the 
separate but interested entities of commerce, trade, investment, and the pro- 
fessions so as to focus and concentrate them upon the vital question of the 
security and protection of private investment cannot help but be fruitful and 
productive of great and lasting good. I trust that no fear of a clash of jurisdic- 
tion between committee assignments, no fear of criticism for past inaction, or 
unjust apprehension that past inactivity or lethargy is about to be spotlighted, 
or unworthy competitive ambitions, either in Government or industry, will be 
permitted to deprive the American people of the opportunity afforded by the 
real purposes of this resolution. 

The objective results possible of achievement by the Commission contemplated 
by the resolution can be of transcendent importance to the free world, to our 
free way of life, and to our free enterprise system. Honest American businessmen 
and their representatives are the best equipped missionaries I know to spread 
the benefits of the free world, not only of our competitive free enterprise system 
but also our representative democracy itself. The Congress has in my judgment 
a great opportunity for a most constructive service in the passage of House Joint 
Resolution 160. The various agencies of the executive should heartily join 
with the Congress. We, as legislators, must not forget our responsibilities. It 
may be old fashioned to repeat it, but the Congress still makes and declares the 
policy of our Government, else we shirk and avoid our constitutional responsi- 
hilities. The test of time has proved the merit of this policymaking power. The 
need as expressed by industry seems incontrovertible. The experiment of a study 
is worth our while and our favorable consideration. 

Over $300,000 was expended in the inconclusive studies of the so-called Randall 
Commission. The Commission created by the Congress to study the security 
problems affecting Federal employees alone was given initially over $630,000 for 
its studies. What the Congress in its wisdom would give such a commission as 
this resolution proposes for such a fundamentally needed program of studies to 
embark upon is a question the Congress alone must determine. The field of study 
is wide. The demand seems great. The necessity should appear obvious to the 
objective, unbiased mind. The end results may well spell the peace, security, and 
happiness of the American people for years to come. 

We Americans have one concept for our treatment of property problems arising 
from the application of our constitutional protections of property rights. I[s our 
concept right? Is the concept of others wrong? What, if anything, are we doing 
to help others fashion their treatment of human and property rights by the 
light which brightens our way for the treatment of like problems? We must not 
become satisfied, stagnant, or static in our considerations of our constitutional 
protections which secure us at home and yet be unwilling or lacking in spreading 
their application and knowledge of them abroad. The lack of such knowledge and 
application imperils us both from within and abroad in our foreign trade. Can 
we do more? May we not consolidate the thinking of all the committees of the 
Congress with the branches and divisions of the executive department in line with 
the experiences and demands of industry so as to insure the largest measure of 
security and protection? Such a concentration of effort and study is wrapped up 
as the golden thread in the resolution. To me it is the primary objective for our 
achievement. 

If press accounts of the President’s citizen advisers on the mutual security 
program (Fairless report) and the international development advisory board 
program (Eric Johnston’s report) are indicative of a single major result it must 
he, in the main, that what we have done in the past at such great costs is largely 
a set of miscalculated failures. The disappointing recommendations for the 
future add up simply to more of the same thing—further and endless failures 
at excessive and oppressive costs. 

A reading between the lines of these two reports and an unbiased, objective 
analyses of them present the most persuasive argument I have ever seen why the 
step presented by this resolution should now be taken. Some day, ere long, the 
Congress will rise abruptly in a state of righteous indignation and with a 
demonstration of intestinal fortitude, make short business of some of our past 
efforts to cure the world’s ills. We should have working for us and in more 
sensible directions some such proposals as are contained in this resolution. 
Greece and Turkey cannot always be pointed to as the pinnacle of success of 
our improvident and profligate worldwide waste. I am told that we have had 
35 mutual aid employees, some drawing salaries of $17,500 annually, together 
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with the rich emoluments that go with foreign service, in Belgium, although 
we do not now have a single project in operation in that country. 

The pendulum of thought in America is swinging away from our lavish foreign 
aid programs. Some substitute must be sought. We, who declare the policy 
of our Government are charged with a duty and responsibility not only to our 
Government in its foreign investments but to our citizens whom we have urged 
to invest American dollars abroad. Moral force, persuasion, and ethical stand- 
ards must be found as a substitute for our meager manpower and dwindling 
national and private resorces. We, who have set such high standards for our- 
selves, are here given an opportunty to devise the ways and means for their 
employment in our protection abroad. 


STATEMENT OF GEORGE L. BELL, PRESIDENT, COMMITTEE FOR A NATIONAL TRADE 
Policy INc., WASHINGTON, D. C. 


In response to the invitation extended by Mr. Brooks Hays, the chairman of 
this committee, we are glad to have this opportunity to file a brief statement 
in support of House Joint Resolution 160. 

So that you may appreciate why the Committee for a National Trade Policy 
is interested in this subject, I am giving briefly the following information as 
to the background of the committe and its objectives. 

The committee was organized in the summer of 1953 and is composed mainly 
of businessmen who banded together to engage in an educational campaign to 
promote public understanding of the problems involved in and the importance of 
expanding United States international trade, and to develop public opinion in 
support of liberalized trade policies. The names of our directors and officers, 
together with their business connections, are shown on the attached sheet. We 
have supported the renewal of the Trade Agreements Act, customs simplifica- 
tion, and other measures designed to stimulate and expand both United States 
exports and imports. I might add that we work closely with an advisory group 
representing some 40 national organizations of industry, agriculture, labor, and 
consumers which are in agreement with our committee on most matters con- 
nected with trade policies. However, I wish to make it clear that in this 
statement we are representing only the views of this committee, as we have 
not consulted on this issue with representatives of our organizations. 

Believing that the expansion of freer flowing international trade can be 
expedited by an increased flow of private capital in investments overseas, we 
are, therefore, in favor of the creation of the Commission proposed under this 
joint resolution. Many governmental and semigovernmental committees, as 
well as organizations of private citizens, have endorsed the idea of stimulating 
and encouraging private investments in not only underdeveloped but also in 
industrialized countries. This general position has been based largely on the 
premises that the economic well being of the nations of the free world, and their 
peoples, would be promoted; that better international understanding would be 
brought about, and the prospects for stability and peace in the world enhanced. 
Many United States supporters of this position also feel that an increase in 
private investment abroad would reduce the need for economic aid from our 
Government—which we believe to be a sound proposition. 

However, there has been much diffuse thinking, speaking, and writing on 
the subject, resulting in proposals of many conflicting plans and methods for 
achieving the generally desired results. What has been lacking, it seems to us, 
has been both an extensive and intensive study of all the many facets of the 
complicated problem of stimulating private foreign investment. At least, we 
know of no authoritative overall study which pulls together a clear statement 
of the problems involved and the methods proposed for their solution. 

While our committee’s more immediate interest is in the field outlined above, 
we are also aware of the other aspects of the overall problem. Undoubtedly the 
creation of the proper climate of security and proper protection of private invest- 
ments in foreign countries is a prerequisite to the encouragement of such invest- 
ments by legislative and administrative actions by our own Government. We, 
therefore, are in accord with the general directives of the resolution for study 
in various fields having a bearing on this phase of the subject. Consequently, 
we believe that the thorough-going study, such as is contemplated by this reso- 
lution, and the publication of a comprehensive report, could serve a very real 
purpose. At least, the Congress, and the public would have gathered together 
in one publication an exposition of all the problems and proposed solutions 
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We have only minor suggestions for modification of the “Declaration of Policy” 
and the statement of the “Duties of the Commission” contained in the resolution. 
We believe that there is a decided lack of emphasis on the study of the need for 
foreign investment capital and the inducements necessary to encourage such in- 
vestments. There is no mention of this in the “Declaration of policy” and the 
only reference we find in the “Duties of the Commission” is subsection 8 of sec- 
tion 5 wherein it is stated: “Foreign investment capital and the flow of invest- 
ment capital between nations—need thereof—restrictions thereon—inducements 
necessary to encourage the same—and the role of the Export-Import Bank and 
of the International Bank for Reconstruction and Development with respect 
thereto.” For the reasons set forth here, we believe that not only should this 
section be stated more extensively and emphatically, but that a paragraph 
stressing the need for a study of the flow of investment capital, the “need 
thereof, restrictions thereon, inducements necessary to encourage the same” 
should also be included in the “Declaration of policy.” 

We trust that consideration may be given to these suggestions. 





COMMUNICATION FROM UNITED STATES DEPARTMENT OF JUSTICE 


DEPARTMENT OF JUSTICE, 
OFFICE OF THE Deputy ATTORNEY GENERAL, 
Washington, D. C., March 22, 1957. 
Hon. 'PHoMAs S. GorDON, 
Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington, D. C. 

Dear Mr, CHAIRMAN: This is in response to your request for the views of the 
Department of Justice relative to the House Joint Resolution 160, to create a com- 
mission to study and make recommendations for the security of American foreign 
investments and the prevention of claims against the United States. 

The resolution would provide for the creation of a commission of 15 mem- 
bers to be known as the Commission for the Prevention of Claims and the 
Security of Commerce and Private Governmental Investments Abroad, which 
would report to the Congress and the President within 90 days after the 2d 
session of the 85th Congress convenes, and would cease to exist 90 days there- 
after. Five members of the Commission would be appointed by the President 
of the United States, 5 by the President of the Senate, and 5 by the Speaker of 
the House of Representatives. The Commission would, among other things, 
examine, study and investigate the subject matter of actual or potential liabili- 
ties of the United States or the citizens and nationals thereof in foreign coun- 
tries with respect to claims which may be asserted against the United States 
by reason of American investments in foreign countries, and recommend appro- 
priate policies, measures and practices (executive, legislative or otherwise) for 
the prevention of claims and the protection or security of American properties 
abroad. 

Whether this legislation should be enacted constitutes a question of policy 
concerning which the Department of Justice prefers to make no recommendation. 
However, the Department is concerned with the provisions of sections 2 (e) and 
6 (b), with respect to which the following observations may be of assistance to 
the committee. 

Section 2 (e) would provide that “Service of an individual as a member of the 
Commission or employment of an individual by the Commission as an attorney 
or employee in any business or professional capacity, on a part-time or full-time 
basis, with or without compensation, shall not be considered as service or em- 
ployment of such individual within the provisions of section 281, 283, 284, 434, 
or 1914 of title 18 of the United States Code, or section 190 of the Revised Statutes 
(5 U. 8. C. 99). 

The enumerated sections of title 18, and section 190 of the Revised Statutes, 
constitute the so-called conflict of interest statutes. It is assumed that exemp- 
tion from these statutes is proposed because it is felt that it is necessary to 
induce qualified persons to serve on the Commission or accept employment with 
the Commission. Any lesser reason would not be sufficient to justify allowance 
of the exemptions. However, it would seem unwise to provide exemption from 
section 1914 of title 18 which prohibits persons serving in the Government from 
receiving payment from private sources for work performed for the Government. 
The object of this section is to prevent a Government officer or employee from 
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serving two masters. An exemption from this statute clearly is not in the 
interests of the Government. Moreover, since it is also unlawful under section 
1914 for private employers to make payments to Government employees, and 
since the exemption in the bill would be applicable only to the Commission and 
those employed by it, the subsection is susceptible of the construction that the 
persons or organizations making the contributions prohibited by section 1914 
would be subject to the criminal penalties of that section even though the 
recipients would be exempt. 

Moreover, it would not appear advisable that members of the Commission or 
its employees should be exempted from the provisions of section 434 of title 18 
which prohibits any officer of or person interested in the profits of any business 
entity from acting as an officer or agent of the United States for the transaction 
of business with such firm. The members of the Commission and their employees 
should be subject to the same prohibitions with respect to businesses in which 
they may have an interest as are other officers and agents of the United States. 

The prohibitions in section 190 of the Revised Statutes (5 U. S. C. 99) are 
applicable only to a person appointed as an officer, clerk, or employee of an 
executive department enumerated in section 158 of the Revised Statutes, as 
amended (5 U. 8. C. 1). As the proposed Commission would not be in any of 
the executive departments, it is unnecessary to exempt its members or employees 
from the prohibitions of section 190 of the Revised Statutes. 

For the above reasons section 2 (e) of the bill should be amended to delete 
therefrom the references to sections 434 and 1914 of title 18, United States Code, 
and to section 190 of the Revised Statutes. 

Exemption from the remaining sections of title 18 enumerated in section 2 (e), 
that is sections 281, 283, and 284, should be limited in its application to persons 
who become members or employees of the Commission from outside Government 
service. Those who are appointed to the Commission or employed by the Com- 
mission in addition to, or as transferees from, the positions held by them in 
the legislative or executive branch of the Government should remain subject 
to the conflict of interest laws. The purpose of attracting competent personnel 
from outside the Government would not be served by an exemption of such persons 
from the operation of these statutes. 

Section 6 (b) would authorize the Commission to secure from any executive 
department, agency, or independent instrumentality of the Government any 
information deemed necessary to carry out its functions, and each such depart- 
ment or agency would be authorized and directed to furnish such information 
upon request made by the Chairman or by the Vice Chairman when acting as 
Chairman. It is the view of the Department of Justice that section 6 (b) would 
better accommodate the needs and requirements of the legislative and executive 
branches if it were amended to read as follows: 

“Obtaining official data~—The Commission is authorized to request from any 
department, agency, or independent instrumentality of the Government any 
information it deems necessary to carry out its functions under this resolution ; 
and each such department, agency, and instrumentality is authorized to cooperate 
with the Commission, and, to the extent permitted by law, to furnish such 
information to the Commission, upon request made by the Chairman or by the 
Vice Chairman when acting as Chairman.” 

The Bureau of the Budget has advised that there is no objection to the 
submission of this report. 

Sincerely, 
WILLIAM P. RoGERs, 
Deputy Attorney General. 








